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I 

RESOURCES AND POPULATION 

§1. Meaning of 'Indian economics’. — ‘Indian economics’, as 
generally understood, may be described as a study of Indian 
economic problems. It presents an analysis of the existing 
economic situation of India and discusses means and methods 
of improving it. Every country must in this manner con- 
sider its own economic problems. Our object in such a study 
is not merely knowledge for its own sake. This is legitimate 
enough, but in addition we desire to find out how best to 
proceed in order to make the country and its people richer 
and happier. 

§2. Scope of the chapter. — In this chapter it is proposed to 
deal with India’s physical environment and natural resources, 
her population, and the economic aspects of her social and 
religious institutions. 

Physical Environment and Natural Resources 
Economic Geography of India 

§3. Area and population. — We have already considered the 
importance of natural resources and the part played by them 
in shaping the economic life of a country. 1 We shall begin 
our inquiry into the economic position of India by a brief 
description of her physical environment. 

British India is 0-86 million square miles in area with a 
population of 296 million (according to the Census of 1941 
which excludes Burma), while 0-71 million square miles of 
territory with a population of 93 million is under Indian States 
and Agencies. The length of the country from north to south 
is about 2,000 miles, and from east to west about 2,100 
miles. India has a land frontier of about 4,600 miles, and 
the length of her coastline is roughly 4,300 miles. She is 
thus a world in herself, being thirteen times as large as Great 
Britain and equal to the whole of Europe excepting France 
and Russia. Her total population (388-8 millions) is about 
one-fifth of the world-population. 

§4. Geographical location. — The natural boundaries of India 
stand out prominently oh her map. On the land side there 

See Part I, ch. v, §6. 
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2 ELEMENTS OF INDIAN ECONOMICS 

are the mountain ranges of the Himalayas on the north and 
the Hindu Kush and Sulaiman mountains on the north-west. 
The north-eastern frontier is flanked by Burma, which until 
its separation from India on 1 April 1937 formed part of British 
India. The only gateways to India by land (i.e. the Khyber 
and the Bolan passes) are on the north-west frontiers*, from 
Afghanistan and Baluchistan. The Indian coast is surrounded 
by the two great arms of the Indian Ocean, the Arabian Sea 
on the west and the Bay of Bengal on the east. India is 
thus readily approachable from her sea boundaries. 

India occupies a highly favourable situation as regards the 
rest of the world for purposes of international trade, standing 
as she does at the centre of the eastern hemisphere; she com- 
mands trade routes running in all directions, and the sea routes 
are by far the most important on account of her extensive 
seaboard (see Map X). 

India, however, suffers from a deficiency of natural 
harbours capable of accommodating large modern vessels. 
Karachi, Bombay, Goa and Cochin are the only important 
ports on the western coast. The east coast is surf-bound and 
without any natural harbours. The harbour of Madras owes 
its present position largely to an expensive outlay on its sea- 
walls. Vizagapatam on the same coast is gradually gaining 
importance as another artificial harbour, thanks to an ambi- 
tious project that is now being carried out by stages. Calcutta 
on the Bay of Bengal is naturally well-situated, but suffers 
from bars which form in the Hooghly and make constant 
dredging operations necessary. Chittagong is in a similar 
case. We can therefore readily realize why the great bulk 
of India’s foreign trade is confined to four ports, namely Cal- 
cutta, Bombay, Madras and Karachi (see Map I). A vigorous 
policy aiming at the construction of new harbours and the 
revival of the old neglected ones is urgently called for in the 
interests both of her coastal and oceanic trade. 

The present shipping position of India is very unsatisfac- 
tory, and she has hardly any mercantile marine worth the 
name to maintain her old traditions of maritime activity. 
The need for a more forward shipping policy is discussed in 
Chapter V. 

As regards inland communication, the principal ports of 
India are already connected with the inland trade centres by 
a network of railways and roads. Northern India enjoys 
good facilities for internal communications owing to navigable 
rivers like the Indus and the Ganges, and her vast plains 
lend themselves to the easy construction of roads and rail- 
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ways. Peninsular India is at a disadvantage in this respect 
owing to the rugged and mountainous nature of the country 
and its lack of large perennial rivers. The state of rail and 
road communications in the rural areas of India is backward 
and needs immediate attention. 1 The post and telegraph are 
now sufficiently familiar and widespread in India, while the 
telephone and wireless, which have become such important 
adjuncts of modern trade and economic activity, are still in 
a backward state of development, the use of the telephone 
being confined to the larger towns.’ On the whole, as a result 
of these modern facilities for inland communications, the 
economic isolation of the village is largely a thing of the past. 
§5. Three well-marked divisions of India.— India falls into 
the following three well-marked divisions : (i) the Peninsula, 
(ii) the Indo-Gangetic Plain, and (nil the Himalayan Range 
(see Map II). 

(i) The Peninsula. — This is an elevated plateau (called 
the Deccan, or the plateau of the south) separated from the 
Indo-Gangetic Plain by the Yindhya and Satpura ranges. 
It is flanked by the coast ranges known as the Western and 
Eastern Ghats. It is thus triangular in shape with Cape 
Comorin as its apex. This tableland of the peninsula is gene- 
rally uneven and rocky, with more or less forested hill peaks 
and ranges, and it tilts like the roof of a house from west to 
east. The Western Ghats, which form a gigantic and conti- 
nuous sea-wall, intercept the monsoon clouds, which are com- 
pelled to deposit their moisture on the mountain barrier and 
the narrow strip of land between the Ghats and the sea (known 
as the Konkan), thus making the inland region peculiarly 
liable to droughts and famine. « 

The principal peninsular rivers are the Narbada, the Tapti, 
the Mahanadi, the Godavari, the Kistna and the Cauvery (see 
Map VII). They depend on the rains, and are not perennial 
like the Himalayan rivers, which receive water from the melt- 
ing of the mountain snows even in summer. They not only 
dry up in the hot weather, but many of them cut their way 
through deep gorges which make navigation impossible and 
irrigation expensive. 

The principal products of the peninsula are millets, rice, 
oil-seeds, sugarcane, pulses, cotton, tea, coffee and spices. 
The main kinds of trees are teak, sal, sandalwood and coconut. 

(ii) The Indo-Gangetic Plain . — This lies between the 
peninsula and the Himalayas and is traversed by two river 


* See also eh. v, §§5, 6. 
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systems, the Indus system to the west and the Ganges system 
to the east. The Indo-Gangetic plain, being composed of 
rivers and silt, is very fertile and forms the most extensive 
sheet of level cultivation in the world. Its Himalayan rivers 
are perennial : their fertile basins have been the seats of the 
ancient pre-Aryan and Aryan civilizations and are the natural 
granaries of the country. Some of them (e.g. the Brahma- 
putra, Ganges and Indus) are navigable, and served as great 
carriers of commerce in the pre-railway days. They are also 
the feeders of the important productive irrigation works on 
which the prosperity of the Punjab, Sind and the United 
Provinces so largely rests. The main products of the Indo- 
Gangetic plain are wheat, barley, millets, sugarcane, oil-seeds, 
rice, cotton, jute, indigo and opium. The vegetation is varied 
and plentiful — sal in the north, teak in Central India and 
the mulberry in Bengal. The Indo-Gangetic plain is the most 
densely populated part of India owing to its fertile alluvial 
soil and assured rainfall. 

(iii) The Himalayas . — The Himalayan mountain ranges 
of the north — the highest in the world — dominate the Indo- 
Gangetic plain. They account for 1,250 miles out of the 
total length of over 2,000 miles of great mountain ranges 
which cut India off from the rest of Asia. Apart from their 
political significance as an impregnable barrier, the Hima- 
layas exercise a dominating influence on economic conditions 
by their effects on rain, winds, heat, cold, moisture and vege- 
tation. They intercept the monsoon and supply the plains 
and rivers with rain-water. We have already referred to the 
economic value of the Himalayan rivers. The Himalayan 
watersheds present great possibilities of hydro-electric power. 
Lastly, they are a rich source of vegetation and nourish valu- 
able forests which in their turn regulate the supply of rain- 
water. 

§6. Climate and seasons. — It is impossible to make any gene- 
ral statement about the climate of India because within its 
boundaries almost any type of climate that is known to the 
tropics or the temperate zone may be found. But on the 
whole the Indian climate may be described as semi-tropical. 
Peninsular India, being situated within the tropics, has a 
higher mean temperature throughout the year and shows small 
variations in the different seasons. Northern India, on the 
other hand, is characterized by extremes of temperature during 
summer and winter. At Jacobabad the thermometer some- 
times rises to 125° in the shade during the hot weather and 
falls to 25° in the cold weather. Where the seasons are 
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clearly defined in India they are three in number : (i) a cool 
dry season (winter) when northerly winds prevail; (ii) a wet 
season, sultry and oppressive with the inflowing south-west 
monsoon; and (iii) a hot dry season before the beginning of 
the rains, which usually come suddenly with heavy thunder- 
storms. 

§7. Rainfall. — The rainfall like the climate shows striking 
variations. For example, Cherrapunji in the Assam hills 
registers a rainfall of 460 inches annually, while Upper Sind 
gets less than 3 inches. Climatically the Indian peninsula 
is part of the great monsoon area of Asia and exhibits the 
monsoonal control in a more perfect form than any other part 
of this area. The rainfall of India, unlike the rainfall in 
England, where rain may be expected at any time, has a 
definite periodicity due to this monsoonal control. The term 
* monsoon’ technically applies to the reversal of the winds 
which takes place throughout the monsoon area and which 
divides the climatic year into two distinct periods, that of 
the south-west monsoon, and that of the north-east monsoon. 
During the hot season the land gets hotter than the waters 
of the Indian Ocean to the south. Moisture-laden winds 
therefore blow from th6 Indian Ocean into the low-pressure 
land area to displace the hot, light air in it in the month of 
June. By July the south-west monsoon is fully established 
over India, the winds being generally south-west over the 
Deccan, south over the Ganges delta, and south-east up the 
Ganges valley. The Indus basin is the last area reached by 
these winds, and the first from which they retreat, bo that 
here the yearly rainfall is very low. It is heaviest on the 
Western Ghats (which are first struck by the monsoon) and 
the Himalayas. In September the force of the monsoon 
begins rapidly to decline. The south-west monsoon, which 
reaches every part of India, accounts for nearly 90% of the 
total rainfall. It strikes India in two currents : (i) the Ara- 
bian Sea branch, and (ii) the Bay of Bengal branch. The 
former crosses the west coast of India, giving rain to the 
peninsula, the Central Provinces and Rajputana. The Ben- 
gal branch gives copious rainfall to Bengal, Assam and Bihar, 
until it is arrested by the Himalayas. It then turns towards 
the west and, meeting with the Arabian Sea branch, gives 
a moderate rainfall to the whole tract from Bengal to the 
Punjab. 

The north-east monsoon, which yields about 10% of the 
total annual rainfall, is really the south-west monsoon in 
retreat. During the winter, the land becomes cooler than 
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the sea and moisture-bearing winds blow from the land to the 
sea, thus giving rise to the north-east monsoon. This winter 
monsoon gives rain to north and south Madras from October 
to December. Other parts of India, such as Hyderabad State * 
Berar, and some parts of the Central Provinces, Bombay and 
the Punjab, also benefit from the north-east monsoon. 

The monsoon determines the harvesting seasons in India. 
One set of crops is sown in June and reaped in autumn, 
namely rice, cotton and bajra. This is called the season of 
the kharif crops. The second set of crops, namely wheat, 
barley and linseed, is sown when the monsoon ends about the 
middle of September, and is reaped between January and 
March. This is the season of the rabi crops. The annual- 
rainfall is a matter of vital importance to the country. Fluc- 
tuations in quantity, distribution, and timeliness bring misery 
or prosperity to the millions of people who are mainly depen- 
dent on agriculture. The rainfall enters into every aspect of 
life in the country, for the prosperity of industry, trade and 
finance depend on that of agriculture, which in its turn is 
largely at the mercy of the monsoon, and particularly of the 
south-west monsoon. 

The lack of uniformity in the annual rainfall has given 
rise to the following classification : (i) Areas of assured rain- 
fall such as Assam, eastern and lower Bengal and the western 
coast strips; (ii) Areas of precarious rainfall such as Udaipur, 
Ajmer, and the Bombay Deccan excluding the Western Ghats; 
and (iii) Areas of drought such as upper Sind, western Raj- 
putana and western Punjab (see Map III). 

§8. Soils. — The geological survey of a country includes the 
consideration of its surface and sub-soil. The soils of India 
belong to the following geological types : 

(i) The alluvial tracts . — These are the most extensive 
and agriculturally the most important. They occupy the 
greater portion of Sind, Gujarat, Rajputana, the Punjab, the 
United Provinces, Bengal; and the Godavari, Kistna, and 
Tanjore districts of Madras. An alluvial strip extends along 
the eastern and western coasts of the peninsula. The alluvial 
soils, rich in chemical and organic ingredients, are very fertile, 
and with a moderate and well-distributed rainfall are capable 
of growing most of the kharif and rabi crops. 

(ii) The Deccan trap formation covers the greater part 
of the Bombay province, the whole of Berar, the western 
third of the Central Provinces and the western part of Hydera- 
bad (Deccan). The soils in this area vary greatly in character 
and fertility. True Black Cotton soil occurs within the area 
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of the Deccan trap below the general level of the foot-hills. 
It is famous as being suitable for the cultivation of cotton 
,and jowar in the valleys of the Tapti and Narbada, in the 
plains of Gujarat, Kathiawar and Karnatak, and in a few 
•districts of Madras province. It can also grow wheat, linseed 
.and gram, and has a great capacity for absorbing and retaining 
moisture. 

(iii; The crystalline tract . — The remaining soils belong to 
what is known as the crystalline tract, comprising almost 
the whole of Madras, Mysore, south-eastern Bombay, eastern 
Hyderabad and two-thirds of the Central Provinces. Though 
•on the whole their fertility is of a low order, certain varieties 
(e.g. the red or the red-brown loams and clay loams in 
Mysore and Madras) are very fertile. Crystalline soils of 
moderate fertility yield rice as their chief crop where canal 
irrigation is available, and also other valuable crops with the 
help of tank and well irrigation. 

§9. Mineral production. — In the opinion of the Industrial 
Commission (1918), the mineral deposits of India are sufficient 
to maintain most of the key industries in the country. Up 
to the early eighties, practically nothing had been done for 
their development. Subsequent investigations, however, have 
led to the discovery and opening up of many kinds of mineral 
deposits which make possible the rise of a number of metal- 
lurgical industries in the country. The recent development 
of the transport system, the war of 1914-18 and the present 
war as also the industrial progress of India have stimulated 
mineral production. 

The minerals produced in India include coal, iron, man- 
ganese, gold, silver, lead, zinc, petroleum, mica, wolfram, 
sulphates, salt, saltpetre, building-stones, and cement-making 
materials (see Map 1). The total value of the minerals pro- 
duced in the year 1938 was Us. 34-14 crores. A few words 
may be said here about the principal minerals. 

(i) Coal . — With the exception of the United Kingdom, 
India produces more coal than any other part of the British 
Empire. The quantity of coal produced in 1938 was about 
98-34 million tons valued at Bs. 10-64 crores. Most of the 
Indian coal comes from Bengal, Bihar, and Orissa (the Gond- 
wana coalfields). Outside these provinces, the most important 
mines are in the Central Provinces, Hyderabad State, Central 
India, the Punjab, Bajputana, Assam and Baluchistan. Indian 
coal is thus very unevenly distributed, the deficiency being 
specially marked fn, the case of the peninsula. Bombay can 
draw hydro-electric power from the Western Ghats, but the 
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Madras province is greatly handicapped in its industrial deve- 
lopment (e.g. in the exploitation of its iron ore deposits) by 
lack of coal. Indian coal is generally poorer in quality than 
foreign coal. Only the Bengal coal can compare with foreign 
coal in the production of good metallurgical coke. On the 
recommendation of the Indian Coal Committee, »a Coal Grad- 
ing Board was established in 1926 in order to improve the 
quality of Indian coal supplied in the market. It is also 
necessary to devise measures for the conservation of India’s 
resources of good quality coal. Accordingly the Coal Mines 
Stowing Board has been set up under the Coal Mines Safety 
(Stowing) Act of 1939, which aims at ensuring the safety of 
the workers and at preventing wastage or uneconomic extrac- 
tion of coal. 

The coal industry in India owes its origin to the construc- 
tion of railways in the country, though its subsequent progress 
has been stimulated by the increased demand from the ex- 
panding iron and steel and other industries. 

(ii) Iron . — By far the most important of the iron deposits 
are those that occur in Singhbhum and Keonjhar, Bonai and 
Mayurbhunj States of Bihar and Orissa, where recent dis- 
coveries include what appears to be a range of iron ore running 
almost continuously for forty miles. Other sources are Ben- 
gal, the Central Provinces, Madras and Mysore State. The 
Barakar Iron Works, started in 1874 (which were later trans- 
formed into the Bengal Iron Company Ltd.) led to the in- 
troduction of the modern iron industry into India. The 
remarkable development of the Tata Iron and Steel Company, 
inaugurated at Sakchi (Jamshedpur) in 1911, has given a 
great stimulus to the production of iron ore, of which the total 
production amounted to 2’ 7 million tons in 1938. 

(iii) Manganese . — This is. a very valuable industrial mine- 
ral and is mainly required for the manufacture of steel. It is 
also used in the heavy chemical, electrical and glass industries. 
India at one time (1907) displaced Russia as the first among 
the world’s producers of this metal, but later she gave way 
to Russia. The record output of 1*1 million tons was reached 
in 1927, but owing to the economic depression of recent years, 
the output fell to only 218,307 tons in 1933 and the industry 
is still in a stagnant condition though there has been a partial 
recovery, the output having increased to 967,929 tons in 
1938. The principal manganese-producing areas are the Cen- 
tral Provinces, Madras, Bombay and Mysore. 

(iv) Gold. — India contributes only about 3% of the 
world’s production of gold, the great bulk of which is mined 
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in the Kolar field in eastern Mysore. India produced 321,138 
ounces of gold, valued at Rs. 3-05 crores, in 1938. 

(v) Petroleum . — There are two distinct oil-bearing areas 
on either side of the Himalayan arc; one on the east, and 
by far the most important, includes Assam and contributes 
85% of the output; the other on the west includes the Punjab 
and Baluchistan. With the separation of Burma India’s 
petroleum resources have become insignificant compared to 
the world’s. Her total output in 1938 was about 87 million 
gallons valued at Rs. 1*65 crores, 'which accountstfor only 
one-tenth of one per cent of world production. Her contri- 
bution to the world’s production of petroleum is negligible, 
being less than 1%. The internal consumption of petroleum 
and petrol has increased enormously in recent years, and large 
quantities are still imported from abroad in spite of the ex- 
tension of home supplies. The separation of Burma from 
India in 1937 has greatly increased our dependence on foreign 
countries in this respect. 

(vi) Mica . — This mineral is principally used in the elec- 
trical industry as an insulating medium. India is the leading 
producer of mica, with an output of more than three-fifths of 
the world’s total. 

(vii) Saltpetre . — Saltpetre is in considerable demand for 
industrial purposes, for the manufacture of glass, for the 
preservation of food and for manurial purposes. It is pro- 
duced mainly in Bihar, the United Provinces and the Punjab. 
Nearly the whole of the output is exported, a small part 
being retained in the country for use as a fertilizer, especially 
in the Assam tea gardens. There was a time when India 
possessed a practical monopoly of the world’s supply of 
nitrates required for the manufacture of explosives and che- 
mical manure. Partly owing to the imposition of a heavy 
export duty and partly owing to other causes, Indian produc- 
tion declined. The competition of Chile nitrates and French 
potash salts in foreign markets has adversely affected Indian 
exports of saltpetre. 

(viii) Salt . — About three-fourths of the salt consumed in 
the country is produced internally. The total output of salt 
produced in India was 1*54 million tons in 1938, the imports 
in the year 1939-40 being 314,000 tons, Aden being the chief 
source of supply. About 60% of the Indian salt is obtained 
by evaporation of sea water on the coasts of Bombay and 
Madras. A second source is the rock salt obtained from the 
Salt Range and the Jlohat mines in the Punjab. The other 
two sources are brine salt from the Sambhar lake in Raj- 

n— 2 
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putana and salt brine condensed on the border of the lesser 
Bann of Gutch. Foreign salt is largely imported for the 
Bengal market. In 1929-30 the Tariff Board, which consi- 
dered the question of making the country self-sufficient in 
respect of salt, expressed the view that the whole demand of 
the Bengal market (which is for fine white salt) could be 
met by India and Aden. The salt industry received protec- 
tion in India by the imposition in 1931 of an additional import 
duty of 4J annas per maund on foreign salt, reduced to' 
1J annas* in 1936. The protection was withdrawn in April 
1938 in the interest of the consumer of Bengal. 

(ix) Cement-making materials. — Chalk, limestone and 
clay are found extensively in India in the Bundi State (Baj- 
putana) and also at Katni. Other areas are Porbandar in 
Kathiawar and the vicinity of Lucknow and Cawnpore in 
the United Provinces. The cement industry has a promising 
future. 

(x) Other minerals. — Other minerals of subordinate im- 
portance are lead, tin, copper, zinc, silver, bauxite (alumi- 
nium), jade, chromite, potash, amber, diamonds, rubies and 
sulphur. 

§10. Vegetable resources. — India grows a large variety of 
vegetable products belonging to the sub-tropical and temper- 
ate zones, as the following enumeration will show : 

(i) Food-grains. — Rice in Bengal, Bihar, Orissa, and to 
some extent in Madras and Bombay; wheat, in the north- 
west parts of India; millets, such as jowar and bajra, in 
Bombay and Madras; barley, in the United Provinces and 
Bihar; ragi, in Madras, the United Provinces and Bombay; 
maize, in Bihar, Orissa, the United Provinces and the Punjab; 
gram, in the Punjab, the United Provinces, Bihar, Orissa, 
and the Central Provinces. 

(ii) Herbs. — Condiments and spices, in Madras, Bombay 
and Bengal; sugarcane, all over India, especially in the United 
Provinces; coffee, in Madras and Coorg; tea, in Assam and 
Bengal. 

(iii) Seeds. — Oil-seeds such as linseed, sesamum, rape and 
mustard, ground-nut, castor in Madras, the United Provinces, 
the Central Provinces and Bombay. 

(iv) Fibres. — Cotton, in Bombay, Berar,'the Punjab and 
Madras; jute, in Bengal. 

(v) Miscellaneous. — Opium, in the United Provinces; 
tobacco, in Bengal, Bihar, Bombay and Madras; fodder 
crops, in the Punjab and the United Provinces; cinchona, in 
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southern India; india-rubber , in Assam and the Khasi Hills; 
and forest products. 1 

§11. Forests. — Among the most valuable natural resources 
of India must be reckoned her magnificent forests, whose 
character is largely governed by rainfall and elevation. Where 
the rainfall is heavy, evergreen forests of palm, ferns, bam- 
boos and india-rubber trees are found. Under less copious 
rainfall, deciduous forests appear containing teak, sal, etc. 
Of the whole area of British India, more than 11 per cent is 
under the control of the Forest Department. Assam is the 
most thickly forested province, followed by the Central Pro- 
vinces and Berar, Bombay, Madras and Bengal at a consider- 
able distance. 

In the economy of man and of nature, forests are of 
direct and indirect value. The direct utility of forests is 
chiefly due to their produce, such as timber and firewood and 
the raw materials they afford various industries, and the 
grazing for cattle they provide. They also offer employment 
to a large number of persons working in and near them and 
to others engaged in working up the raw products. Forest 
produce is divided into two main heads : (i) Major produce, 
i.e. timber and firewood; and (ii) Minor produce such as lac, 
tanning materials, essential oils, turpentine and resin. Forest 
research has proved the utility of bamboo for the manufacture 
of paper pulp, and the Government has since 1925 granted 
protection to the Indian bamboo paper pulp industry on the 
recommendation of the Tariff Board. The indirect utility of 
forests is also not negligible. They make the climate more 
equable, prevent the soil from being washed away by heavy 1 
rains, help to regulate the water supply by rendering the flow 
of water in rivers more continuous, increase the fertility of 
the soil, afford shelter to cattle and useful birds, and produce 
a healthy aesthetic influence upon the people. The forests 
are making a valuable contribution to war production of India. 

The conservation of forests is therefore of the utmost im- 
portance to every country. Nature’s heritage must be pro- 
tected against the rapacity of mankind. The process or reckless 
destruction of forests had gone on for centuries in India before 
the advent of the British rule. In the early years of the 
British rule, this destruction became intensified owing to in- 
crease of population, extension of cultivation, multiplication 
of herds of cattle, and increasing demand for timber and 
firewood for railways. It was during Lord Dalhousie’s regime 

For further particulars regarding the various crops, see ch. iii, 
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that the Government realized the necessity of adopting a 
policy of forest conservation. The first organized steps were 
taken about the year 1855. In 1864 a Forest Department 
under an Inspector-General of Forests was established in the 
major provinces. Since then the Forest Department has grown 
and now controls, as mentioned above, more than one-fifth 
of the total area of British India. Indian forests are classified 
as (i) Reserved, (ii) Protected, and (iii) Unclassed State 
Forests in descending order as regards the control exercised 
by the Government over the rights of individual and public 
use. The object of forest administration is to eliminate the 
danger of over-working the forests and to improve their yield- 
ing capacity. The Forest Research Institute, established in 
1906 at Dehra Dun, has been doing useful research work. 
The Agricultural Commission (1928.) stressed the importance 
of increasing the utility of forests to the agriculturist, and 
at the same time of bringing him to take ..an enlightened view 
of forest administration. 

§12. Animal resources. — The importance of animal life to 
an agricultural country like India cannot be exaggerated. 
The variety of Indian conditions has naturally developed a 
great variety of animal life. The most important animals 
are : (i) Cows and buffaloes mainly prized for milk; (ii) Bul- 
locks which play an important part in the agricultural economy 
of India both as draught animals and on the field; (iii) Goats 
and sheep which, apart from yielding meat and wool, supply 
together with cattle practically all the manure used by the 
Indian cultivator. Other animals are donkeys, used as pack- 
animals everywhere; camels, used for transport across deserts 
(e.g. Sind) and generally in northern India; and fish, which 
are of immense importance as articles of diet in Bengal, 
Assam and the coast strips of the peninsula. The extensive 
forests of India shelter a large variety of wild animals, reptiles 
and birds. 

§13. Sources of power. — The principal sources of power avail- 
able in India are coal, wood, fuel, oil and alcohol, wind and 
water. We have already referred to the uneven distribution 
of coal and its marked deficiency in the peninsula. The situ- 
ation as regards the other sources of power, except water 
power, is also not very favourable. At present water is the 
most promising source of power in India. The Gokak Mills 
situated near the Gokak Falls in the southern Maratha coun- 
try (Bombay) were the pioneers in the use of hydro-electric 
power. In recent times considerable attention has been paid 
to large hydro-electric power schemes, e.g. on the Cauvery 
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river at Sivasamudram, for supplying power to the Kolar 
gold fields (1903), on the river Jhelum in Kashmir, and at 
the Tata hydro-electric works in the Western Ghats in the 
Bombay Presidency (1915). The three Tata hydro-electric 
schemes mark a big step forward in the industrial develop- 
ment of India. These schemes, which have a combined nor- 
mal capacity of 246,000 horse-power, provide electrical energy 
for the great industrial city of Bombay, Bombay suburbs, 
Thana, Kalyan and greater Poona, thus enabling them to 
overcome the handicap imposed by the absence of coal in their 
vicinity. Another important hydro-electric venture is the 
Mandi scheme in the Punjab, which area also suffers from a 
deficiency of coal. This scheme, which came into operation 
in 1933, when completed is expected to supply power to a 
very large number of industrial centres, including distant, 
places like Delhi. In Madras, the Pykara hydro-electric 
scheme, started in 1929, is now in operation. The Mettur 
hydro-electric scheme which is combined with the famous- 
Mettur irrigation project came into operation in 1933. The 
Madras Government in 1938 sanctioned the Papanasam hydro- 
electric scheme. Other interesting projects are the Ganges. 
Canal hydro-electric grid project, the new power-stations at 
the Shimsa and Jog Falls in Mysore State, and several 
hydro-electric schemes undertaken by Hyderabad State. In 
accordance with the recommendations of the Industrial Com- 
mission, the Government of India undertook in 1918 a com- 
prehensive hydro-electric survey of India which has revealed 
various interesting possibilities, especially in connexion with 
the Himalayan watersheds and rivers. * 

The foregoing survey reveals the rich and varied character* 
of India’s natural resources. It is a commonplace remark 
that while nature has showered her bounties on the country 
with a liberal hand, man in India has failed to profit ade- 
quately by them, so that the contrast between the bounties- 
of nature and the poverty of man is very striking. 

Population 

§14. Total population. — The total population of India (includ- 
ing Burma) according to the census of 1941 is 388,800,000, 
British territory containing 296,000,000 and Indian States; 
93,000,000. With an area of about half that of the United 
States, India has a population almost three times as large. 
§15. Population and density by provinces and States.— We 
have already discussed the general factors which influence* 
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the density of population in a country. 1 Table I below gives 
the total population and Table II density per square mile 
in the various British Indian provinces and Indian States 
according to the census of 1941 and 1931 respectively : 

Population (1941 Census) • 


— 

! Population 
1941 
(million) 

Increase or 
decrease 
per cent 
Bince 1931 

Density 
[per square 
j mile 
i (1941) 

India 

388-8 

+18-0 

248 

Provinces 

398-8 

+182 

273 

Madras 

49-3 

+11*6 

347 

Bombay 

20-9 

+15-9 

370 

Bengal 

60-3 

+20-3 

778 

United Provinces 

55-0 

+13-6 

518 

Punjab 

28-4 

+20-4 

287 

Bihar 

36-3 

+12-3 

524 

Central Provinces and Berar 

16-8 

+9-8 

168 

Assam 

10-2 

+18-2 

185 

N.-W.F. Province 

3-0 

+25-2 

225 

Orissa 

9-7 

+8-8 

263 

Sind 

4*5 

+16-7 

98 

Aj mer-Mer wara 

0-6 

+15-1 

215 

Andaman and Nicobar Islands 

0-03 

+15-5 

11 

Baluchistan 

0-5 

+8-2 

9 

Coorg 

0-2 

+3-3 

106 

Delhi 

0-9 

+44-1 

1,602 

States and Agencies v . 

930 

+14-3 

188 


§16. Factors determining density of population. — The average 
density of population in India is 195 persons per square mile. 
The density varies from tract to tract from 6‘5 (mean density) 
in Baluchistan to 4,000 in the rural parts of the south-west 
coast (see Map IV). In most parts of India the highest 
density of population would require about 40 inches of annual 
rainfall. In a few cases it has been possible to remedy defi- 
ciency in rainfall by irrigation. But taking the country as 
a whole irrigation plays a negligible part in determining 
density. A far more important factor is configuration. Where 
the surface of the soil is level, every inch of land may be 
cultivated, so that a very dense population can be maintained. 
If the surface is uneven, with hills and valleys, cultivation 
is difficult and population will be sparse. The nature of the 
soil is obviously another important factor. Tracts most 
favourably situated in respect of rainfall, configuration and soil 
naturally develop the highest density, as in the case of Bengal 

See Part I, ch. vi, §7. 
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and the United Provinces with their vast stretches of level 
and rich soil and adequate rainfall. Sometimes a particularly 
unfavourable climate cancels all other advantages and we get. 
low density as in Assam. 

§17. Occupational distribution. 1 — About 70% of the people 
of India obtain their livelihood from agriculture and allied 
occupations. Industries support about 10% of the population, 
but the bulk of these are engaged in unorganized industries 
connected with the supply of personal and household neces- 
sities and the simple implements of work. Organized indus- 
tries occupy only about 1-5% of the people. Trade and tran- 
sport absorb about 8%; and administration and protection of 
the country about 1*5%. These figures are sufficient to illus- 
trate the usual statement that agriculture forms almost the 
sole occupation of the people of India. 

§18. Towns and villages . 1 — The mass of the Indian people 
being agriculturists, it is natural that we should find a great, 
predominance of villages over towns. A bare 11% of the 
Indian population are town-dwellers (a town being taken to* 
mean a place inhabited by not less than 5,000 persons, or 
possessing some form of municipal self-government). There 
are only 2,575 towns ks compared to nearly seven lakhs of 
villages. In England the proportion of the town-dwelling to 
the total population is 80%; in the United States, 56%; in 
France, 49%; and in Germany, 46%. 

The present excessively uneven distribution of the people 
between town and country, with only a negligible proportion 
living in towns, is an index of general backwardness. Civili- 
zation and progress have always originated in towns and 
radiated from them into the countryside. A greater develop- 1 
ment of modern industries would bring about an increase of 
the town population, and the country would progress more 
rapidly not only in an economic sense but also culturally. 

§19. Sex-distribution. — Another characteristic of the Indian 
population is that males outnumber females, there being 940 
females for every 1,000 males (according to the census of 
1931) in spite of the fact that females are constitutionally 
stronger. The explanation is that in India the mortality 
among females is higher, and this is usually attributed to 
early marriage and excessive child-bearing combined with un- 
skilful midwifery. 

§20. Productive or working population.— The commonly ac- 


1 Detailed figures according to the census of Tndia 0941) are not so far avail- 
able. 
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■cepted limits for the productive or the working population are 
between the ages of 15 and 60 in Europe. In India, as old 
age and incapacity for work appear earlier, the limits are 15 
to 40. On this basis the working population in India is 40% 
of the total, as against 60% in England and 53% in France. 
§21. Birth-rate and death-rate. — The Indian birth-rate and 
death-rate are among the highest in the world (about 35 per 
thousand and 25 per thousand respectively). A high and un- 
checked birth-rate is usually associated with a high death- 
rate. In European countries generally there is a striking 
tendency for both birth-rate and death-rate to decline. The 
birth-rate is declining because people marry late and regulate 
the size of their families. The children, being fewer, can 
be better looked after and therefore a large proportion grow 
up to manhood. In India the death-rate in general is very 
high owing to the poverty and the low vitality of the people, 
and it is particularly high among infants and females. Early 
marriages are an important contributing factor because they 
sap the vitality of the mother, and the child is consequently 
weak and liable easily to succumb to an ailment. Insanitary 
habits, ignorance of health laws, and unskilful midwifery make 
matters worse. 

§22. Population problem In India.— Between 1931 and 1941 
the Indian population increased from about 338 to about 389 
millions, i.e. by about 15%. The increase of nearly 50 mil- 
lions in ten years, although not great in proportion to the total 
population, is none the less stupendous in itself. Can India 
really support a growth of population on this scale? The 
population is not far behind that of China, so that India now 
stands second in the list of all the countries in the world in 
the number of her inhabitants. 

In Part I, Chapter VI, §6, we have explained the term 
"over-population’ as population in excess of the optimum, 
though of course nobody can pretend to be able to say exactly 
what the optimum would be under a given set of circum- 
stances. If we cannot say what figure corresponds exactly 
to the optimum population, we also cannot pronounce a defi- 
nite opinion as to whether the actual size of the population 
in India is or is not in excess of the optimum. *But though 
an exact statement is impossible we can make a reasonably 
sound guess on lbroad general grounds. 

If in any country (i) there are no considerable, preventive 
checks to the growth of population, (ii) if further there are 
no prospects of any sudden and extraordinary economic deve- 
lopment, and lastly (iii) if the positive checks are unmistakably 
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in operation (i.e. there is a very heavy death-rate, particularly 
infantile death-rate), we may justifiably conclude that the 
country in question is suffering from over-population. We 
shall consider the position in India along these lines. 

That there are no important preventive checks in operation 
in this, country can be easily proved. In India practically 
everybody marries, and marries as early as possible. Religion 
encourages marriage. To avoid social obloquy most girls must 
marry before puberty. Amongst MohammedanB also early 
marriage is equally common. The joint-family system encour- 
ages early marriage because it is not necessary that everybody 
who marries should be able to earn his livelihood : wife and 
husband can be supported by the other members of the joint 
family. The very poverty of the masses makes early marriage 
necessary; for a wife is necessary as a household drudge and 
often helps the husband in work in the fields and other out* 
door occupations. Children may come, but the standard of 
life is so low that it does not cost much to rear them. Many 
die for want of care and proper nourishment, and those that 
survive are compelled to work and pay their way as soon as 
practicable. In the long run it is of course wasteful to society 
thus to force children to face life without any particular 
training. But the poor man cannot afford to take such long 
views. He is guided by what is immediately advantageous, 
however slight the advantage derived may be. The upshot 
of the whole matter is that the check to the growth of popula- 
tion due to abstention from marriage or its postponement is 
practically non-existent in India. It is therefore not surpris- 
ing that the Indian birth-rate is one of the highest in the 
world. 

As regards the possibilities of economic development, much 
no doubt can be done in the way of improvement of agricul- 
ture and industrialization. But even a superficial examination 
of our problems of agriculture will reveal the fact that there 
are many serious difficulties and obstacles to contend against, 
and progress must be slow. Similarly in the field of industry 
we have to reckon with the fact that other nations have gone 
far ahead of us, and it is a task of no mean difficulty to 
compete successfully with them. Even supposing we can 
shut out. foreign goods by tariff barriers, our progress is not 
likely to be very rapid because there are other impediments 
besides foreign competition; our own deficiencies regarding 
labour and capital will take a long time to overcome. JSven 
the most optimistic ^ among us will agree that the country 
cannot hope for any such phenomenal increase of wealth as 
n— 8 
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was witnessed in England as a result of the Industrial Revo- 
lution and as would suffice comfortably to absorb an un- 
restricted increase of population. 

As regards positive checks, frequent visitations of epidemics 
like plague and influenza carry off large numbers of people 
from time to time. Even otherwise the mortality rate is one 
of the highest in the world and is particularly heavy among 
infants. 1 

All the indications of a state of over-population are thus 
seen to be present in India, and taking into account the present 
conditions and the possibilities of economic advance in the 
near future we may say that India would be a better country 
for its people to live in, if they bred at a considerably slower 
rate than now. 

A definite movement towards artificial birth-control is 
taking place in the country, and enlightened public opinion 
is making the demand that the Government should help the 
movement by propaganda and by such measures as the estab- 
lishment of birth-control clinics where information and advice 
regarding methods of birth-control can be given to the people. 

Side by side with deliberate restriction of numbers, it is 
of the highest importance that every effort should be directed 
towards agricultural and industrial progress and the raising 
of the standard of living. Similarly the indirect bearing on 
the population question of public health measures and the 
spread of education and culture to which reference was made 
in Part I, Chapter YI, should not be forgotten in considering 
the problem of population in India. 

Economic Aspects of the Social and Religious 
Institutions 

§23. The oaste system. — The various aspects of Indian econo- 
mic life have received their peculiar shape and mould from 
the characteristic social institutions of the people. 

One of these institutions is the caste system. At one 
time perhaps the caste system could be defended as making 
for economic strength and efficiency, being based on the prin- 
ciple of division of labour. Also it worked well when there 
were only a few distinct occupations, proficiency in which 
mainly depended upon manual dexterity, which could most 
conveniently be handed down from father to son. Now with 
the appearance of numerous occupations and the advent of 

1 See §31. 



RESOURCES AND POPULATION 19 

machinery, mere manual dexterity has become comparatively 
less important, and the caste system is more a hindrance th^n 
a help. It tends to prevent a man from following his natural 
bent in selecting his profession, and this iB undesirable from 
the individual as well as the social point of view. Some castes 
are regarded as lower and some as higher. The occupations 
of the former tend to be looked down upon and this fosters 
an attitude of mind opposed to the principles that all honest 
labour is equally honourable, and that inferiority and superior- 
ity are not questions of birth but Of innate ability which is 
not the monopoly of any particular caste. The caste system 
in its present form is a source of social and political weakness, 
and the sooner it disappears the better it will be for the nation. 
Western education and culture should weaken the caste sys- 
tem. But there are other powerful influences — such as the 
scramble for political power ensuing from every forward step 
in political reform — which seem at present to be emphasizing 
the caste differences. 

§24. The Joint-family system. — The joint-family system iB 
another characteristic of Indian society. The joint family 
has of course some good points. Every member of the family 
is looked after. Widows and orphans find a natural shelter 
in the family. In these circumstances the State is required 
to do less than in the West for those who are helpless. When 
a large number of people live together as they do in a joint 
family, there is a saving in household expenses. In many 
ways the joint family at its best fosters the virtues of self- 
discipline, sacrifice, obedience and reverence. But the great 
objection under modern conditions to the joint family is that f 
it stifles individual initiative and encourages drones lacking 
in the sense of self-respect and responsibility. At present, 
owing to the fact that individuals have very often to leave 
the family fold in search of a livelihood and owing to the grow- 
ing influence of Western individualism, the joint-family system 
is gradually breaking up. 

§25. Indian laws of Inheritance and succession.— The Indian 
laws regulating inheritance and succession present a great 
contrast to the English law. In India landed property is 
distributed among a number of heirs. In England, owing 
to the. system of primogeniture, land is concentrated in the 
hands of a few people. A wide diffusion of property and 
wealth appears to be more in consonance with ideas of social 
equity than its concentration. But in India the principle 
of equal distribution of wealth is seen to lead to such evils 
as the excessive subdivision and fragmentation of land. It 
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is also commonly regarded as discouraging large-scale enter- 
prise by preventing the accumulation of much capital in the 
hands of a few persons. 

§26. Religion and economics In India. — It is often suggested 
that our present economic backwardness is due to ouy other- 
worldly religion and the fatalistic outlook which it engenders. 
We are so much engrossed with the salvation of our soul after 
death that we neglect to make the best of our life on this 
planet. It can, however, be easily proved that Christianity 
also is other-worldly in the sense that Hinduism and Islam 
are other-worldly and yet it has not prevented the progress 
of the Christian nations in the arts of material civilization. 
We must further remember that in the past the Indian people 
have figured in history as great empire-builders, conquerors 
and colonizers. Their achievements in the sphere of the posi- 
tive sciences like mathematics and astronomy have also been 
far from negligible, and the products of the Indian craftsman 
had at one time world-wide fame and circulation. All this 
would not have been possible if it had been true that Indian 
spirituality had paralysed economic and other secular activity. 
Turning to present-day conditions, some of the communities 
(like the Marwaris, Jains, Bhatias, Khojas, Memons and 
Bohras), which have taken the most active part in the new 
commercial and industrial life of the country and shown the 
greatest enterprise, are among the most orthodox and the least 
touched by modern scepticism and free-thinking. 

The truth of the matter is that the economic motive is 
quite as powerful ip India as in the West. The spirit of 
fatalistic resignation which is holding it in check is due to 
historical and political causes and has very little to do with 
the teachings of religion. People necessarily become fatalistic 
when political and other conditions are such that nobody can 
be certain of reaping the fruits of his labour. When condi- 
tions become more settled and satisfactory the natural impulse 
of man to create and enjoy the good things of life asserts itself. 
If religion seems to discourage this impulse it is itself changed 
by the process of re-interpretation — by reading new meanings 
into old texts. This is what has happened in Europe and 
this is also what is happening in India. Are not many thought- 
ful Hindus discovering that some of the characteristic doctrines 
of Hinduism, like the karma doctrine, do not inculcate renun- 
ciation but, on the contrary, favour energetic endeavour? 
Are not some Moslems similarly discovering that the Koran 
does not really forbid the taking of reasonable interest on 
money lent? 
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In short it is wrong to single out religion as a special influ- 
ence in India making for apathy and indifference to material 
progress. Other influences such as political anarchy have 
played a far more important part in creating such an attitude. 
Calamities like famines, and diseases like malaria and hook- 
worm, which lead to low vitality, must also be held largely 
responsible for the chronic apathy and pessimism of the people. 
Now that peace has been established and we are learning 
more and more how to control disasters like famines and to 
check the ravages of disease, a more hopeful outlook on life 
is becoming possible. 


SUMMARY 

By 4 Indian economicn’ we mean the study of present economic conditions. 
If the study is to be intelligent, it must of course invoke the aid of general 
principles of economics. 


Economic Geography 

India is a world in itself with an area of 1-57 million square miles and 
having a population of 389 millions. She has extensive land frontiers and a 
long coastline. Her natural boundaries — the mountain ranges in the north and 
the two great arms of the Indian ocean in the south — stand out prominently. 

India enjoys a favourable geographical location as regards the rest of 
the world and commands trade routes in all directions. She suffers, however, 
from a deficiency of natural harbours. A vigorous policy of harbour develop- 
ment, including the revival of old neglected ports, is desirable. 

The shipping position in India is very unsatisfactory and there is a great 
need for building up an Indian mercantile marine. 

Inland means of transport are in a better condition. A network of rail- < 
ways and roads connects the ports with the inland trade centres, and there 
are navigable rivers like the Indus and Ganges in Northern India. Hural 
transport is however in a backward condition, and more feeder roads and 
railways are needed. Means of communication like the post and telegraph 
are fairly widespread. The telephone is restricted to large towns, and wire- 
less has only just begun. With the spread of improved means of transport 
and communication the economic isolation of the rural areas is disappearing 
and the whole country is tending to become one economic unit, which in its 
turn is linked with the rest of the world. 

India falls into three well-marked divisions: 

(i) The peninsula^ lying south of the Vindhyas and flanked by the coast 
ranges known as the Western and Eastern Ghats, is triangular in shape 
with Cape Comorin as its apex. The peninsula is not so well served by 
rivers as Northern India. Its principal products are millets, rice, oil-seeds, 
cotton, sugarcane, tea, coffee and spices. 

(ii) The Indo-Qangetjc plain lying between the peninsula and the Hima- 
layas, being traversed by the Indus and Ganges river systems is very fertile 
and supports a dense population. Its rivers are perennial and navigable. 
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The Gangetic plain produces wheat, barley, millets, sugarcane, oil-seeds, jute, 

indigo and opium. 

(iii) The Himalayan mountain range of the north, which dominates the 
Indo-Gangetic plain, constitutes an impregnable barrier and exercises a deci- 
sive influence on economic conditions in respect of climate, rainfall, vegetation 
and forest resources. 

The Indian climate is semi-tropical. The variations in temperature . are 
moderate in the peninsula. In the north however there are extremes of heat 
and cold. There are three seasons in India: a cool dry season (winter), a 
wet sultry season and a hot dry season. 

The rainfall shows striking variations from one part of the country to 
another and is seasonal in its character. India has two monsoons, the south- 
west monsoon, which gives 90% of the rainfall to the country, and the 
north-east monsoon, which accounts for the remaining 10%. The former, 
which lasts from June to September, is of greater importance to the Western 
Ghats area and Northern India; while the latter, which visits India from 
October to December, gives a good deal of rain to north and south Madras. 
Rainfall vitally affects economic life in India. Certain regions like the 
Western Ghats and Assam are assured of plentiful rain. Other parts like 
the Bombay Deccan and Udaipur are less fortunate, while still others like 
Upper Sind are almost rainless. 

Indian soils fall into three classes: (i) The alluvial tracts, as in the 
Indo-Gangetic plain, are very fertile and grow most of the crops; (ii) The 
Deccan trap, as in the Bombay Presidency and parts of the Central Pro- 
vinces and Berar, includes the black cotton soil suitable for cotton and jowar; 
and (iii) Crystalline soils, as in Madras and Mysore, are comparatively 
inferior, though certain varieties are very fertile. 

India's mineral wealth covers a wide range, including coal, iron, man- 
ganese, gold, petroleum, saltpetre and salt. The mineral deposits are not 
yet fully exploited. They are sufficient to maintain most of the key indus- 
tries and are proving to be valuable during the present war. 

Coal , iron ore and oil are perhaps the most important minerals in modern 
industrial life. Indian coal is unevenly distributed, the deficiency being 
specially marked in the peninsula. There are rich iron ore deposits in Bihar 
and Orissa, and the iron and steel industry has a bright future before it. 
The principal oilfields lie in Assam. The heavy increase in internal demand 
necessitates large imports of petroleum and petrol, especially from Burma. 

Another important mineral is salt , which has four main sources, sea salt, 
rock salt, brine salt and salt brine. Three-fourths of the salt consumed is 

produced in the country itself. In respect of salt, India may be expected 

in the future to become largely self-sufficing owing to the protection given 
to the Indian industry. 

India's vegetable resources are rich and varied. She produces food grains 
(rice, wheat, millets, etc.), spices, sugarcane, tea, coffee, oil-seeds, cotton, 
jute, india-rubber, etc. 

The forest resources are a great national asset, the forest area accounting 
for one-fifth of the total area. The main forest products are timber, firewood, 
bamboos, lac and tanning materials. Since 1864 the Forest Department 

has been made responsible for the conservation of forests, which fall into 
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three classes (i) Reserved, (ii) Protected, and (iii) Unclassed. The Forest 
Research Institute at Dehra Dun is doing useful research work. 

Animals, especially domestic animals like cows, buffaloes, bullocks, goats 
and sheep, play a valuable part in the economy of an agricultural country 
like India. 

Although several sources of power , such as coal, wood fuel, oil and 
alcohol, exist, the greatest promise is held out by hydro-electric power schemes, 
several of which are already in operation in the Western Ghats, Mysore, 
the Punjab and Madras. 

The natural resources of India are considerable. Much, however, remains 
to be done before thev can be said to have been properly developed. 

Population 

The total population of India is 388.8 (1941). The average density of 
India is 195 persons per square mile. It is more in some provinces, less 
in others, depending on rainfall, irrigation, configuration, soil, etc. 

About 70% of the people are directly or indirectly occupied in agricul- 
tural pursuits and only about 10% in industry. Organized industries occupy 
only 1*6%. As a corollary of this we find that only 11% of the people 
live in towns and the rest in rural ’areas. Such a distribution of population 
indicates economic backwardness and is unfavourable to general progress. 

There are more males than females because of the greater mortality among 
females. The productive or working part of the population may be put at 
40%. 

India has a very high birth-rate with its usual concomitant of a very 
high death-rate. The death-rate is particularly high among women of repro- 
ductive age and among children. 

Between 1931 and 1941 the population increased by nearly 50 millions. 

No preventive checks being in operation, and economic development in 
proportion to an unchecked growth of population being unlikely, deliberate 
restriction of numbers would be desirable. Strenuous efforts to expedite# 
all-round economic progress, to raise the standard of public health and of 
education are equally necessary. In an indirect manner they are calculated 
to facilitate the solution of the problem of over-population. 

Social and Religious Institutions 

The caste system is a prominent feature of Indian society. It may have 
been useful at one time, but it iB now an anachronism and a source of 
weakness. 

A similar statement can be made about the joint-family system , which 
runs contrary to the spirit of modem times and which on the whole serves 
to weaken the incentive for economic effort. 

The Indian laws governing inheritance and succession make for a wide 
diffusion of wealth. On the other hand, they lead to excessive subdivision 
of land and prevent large accumulations of capital. 

Indian spirituality ' and other-worldliness are often cited as causes of 
India's ec onomic backwardness. This is however not altogether a correct 
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view. If the principal religions of India are other-worldly, this is also true 
of Christianity as professed by advanced Western peoples. But Western 
peoples are progressive whereas the Indians are comparatively apathetic and' 
pess imistic . This difference in attitude is more due to such factors as the 
troubled political past of India and the excessive susceptibility to diseases 
and visitations of nature, than to the influence of the dominant religions of 
India. 



II 

ECONOMIC TRANSITION IN INDIA 

§1. Economic transition in India.— We have already dealt 
with the general stages of economic development and with 
the social and economic effects of the Industrial Revolution 
in England. 1 We shall now attempt a brief survey of the 
fundamental changes in the economic structure and organiza- 
tion which have transformed conditions of life and labour in 
India during the last hundred years. Although the forces 
in operation have been* partly those implied by the phrase 
‘Industrial Revolution’, the changes have not been so complete 
and revolutionary in their character as in the case of England. 
The old order of things has not yet altogether lost its vitality, 
especially in the rural areas. ‘Economic Transition’ is there- 
fore a more appropriate phrase than ‘Industrial Revolution* 
for describing the changes in the economic structure of India. 
We have the old and 'the new economic order existing side 
by side in India. 

§2. Characteristics of the old economic order. — Morison divides 
the countries of the world into two broad categories, namely 
(i) those belonging to the old economic order, that have not 
yet passed through their industrial revolution (e.g. India, 
Egypt and some countries of eastern Europe), and (ii) those 
belonging to the new economic type, that have accomplished 
their industrial revolution (e.g. England, Germany and the * 
U.S.A.). 

(i) The characteristics of the countries belonging to the 
old economic order are as follows : (a) The predominance of 
custom and status over competition and contract; (6) The iso- 
lation and economic self-sufficiency of the village communities, 
primarily on account of defective transport and communica- 
tion; (c) The predominance of agriculture over other occupa- 
tions and the consequent preponderance of the rural over the 
urban population; (d) Simple and rudimentary division of 
labour owing to the narrow size of the market; (e) Small-scale 
industry of the handicraft and cottage industry type; (/) Ab- 
sence of money economy and the prevalence of barter; (g) Un- 
developed credit and the prevalence of usury. 


Part I, ch. ii, §511-16. 
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(ii) In contrast with these are the following character- 
istics of the countries belonging to the new economic order : 
(a) Freedom of contract and free play of competition; (b) 
Close interdependence between the different parts of the in- 
dustrial world, made possible by highly developed transport 
and communication; (c) Importance of manufactures and com- 
merce and the predominance of the urban over the agricultural 
population; (d) Advanced division of labour facilitated by the 
growing extent of the market and use of machinery; (e) Large- 
scale industry requiring huge capital outlay and the concentra- 
tion of labour in large factories and industrial towns; (f) 
Prevalence of money economy as opposed to barter; (g) Deve- 
lopment of credit and banking and the absence of usury. 

The above is not a hard and fast classification, and most 
of the countries in the first category are showing a tendency 
to pass into the second one, and in some of them, as in 
India, the change is already plainly visible. India is now 
in a state of economic transition and exhibits in varying degrees 
characteristics appertaining to both types of countries. The 
trend of development is, however, towards a growing predomi- 
nance of the second type. 

§3. The old economic organization in India: the village. — 

India in the past was mainly a land of villages and she still 
is today. The isolated and self-sufficient village was the unit 
of the old Indian economy. The typical Indian village is an 
aggregate of cultivated holdings with or without some waste 
area attached, and usually it has a central site where the 
dwelling-houses are congregated,, with the lands of the village 
spreading out in a series of concentric circles. The village 
often has a grove, and some kind of public office where the 
village officers keep their books and conduct their business. 

There are two main types of village constitution in India : 
the ryotwari or severalty village, and the joint or landlord 
village. In the former, land is held separately by each culti- 
vator, who pays his land revenue direct to the Government 
(as, e.g., in Bombay, Madras and Berar). In the second 
type, which prevails in the United Provinces and the Punjab, 
the land in the village may be owned by a single individual 
landlord or a body of co-sharers who are jointly responsible 
for the payment of land revenue . 1 

Whatever the type, each village was in the past an entirely 
self-sufficing unit containing within its bounds all the labour. 


' Bee also ch. iii, §83. 
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capital and skill necessary for its agricultural and industrial 
activities. The inhabitants of the village fall into three groups : 

(i) The agriculturists — who may be divided into the 
land-owning and the tenant classes — form the bulk of the 
village population. Land holdings are usually small and are 
cultivated by the farmers with the help of members of their 
families. They undertake the risks, provide their own capital 
or borrow it from the village money-lender, and occasionally 
exchange their produce in the nearest market for salt and 
other small necessaries and luxuries which are not available 
in the village itself. 

(ii) The village officers. — Each village has its own officers, 
and the village was, and to this day remains, the unit of 
administration in India. The principal village officer is the 
headman — the patel or lambardar — who is a hereditary officer 
responsible for the peace and order of the village and the 
collection of revenue. He holds a plot of land called watan 
land as remuneration for his services. Then there is the village 
accountant or scribe — styled the kulkarni ( talati ) or patwari — 
who keeps the village records and accounts. There is also a 
watchman or chowkidar who has to report crime, arrest 
offenders, and help the police. Lastly, there is the village 
messenger. Most villages had in the old days their pan- 
chayats, bodies of village elders who settled disputes and 
generally held the village community together. 

(iii) The village artisans. — Each village possesses its com- 
plement of artisans — a carpenter, a blacksmith, a potter, a 
cobbler, a money-lender (who is generally also a wholesale t 
grain-dealer), a goldsmith, an oilman, etc. The artisans are 
the hereditary servants of the village. They are given houses 
in the village and are rewarded by a regular annual remu- 
neration of service, land, or grain. Since the market for the 
goods produced by the artisans is limited there is an imperfect 
division of labour, and rural industry is of a very primitive 
type. 

§4. Life in the old village . — Each village was almost self- 
supporting and independent excepting in the matter of salt 
and a few other luxuries purchased at the village fair or 
brought in by the lamans (caravans). The village was forced 
to be self-supporting as it was cut off from contact with the 
outside world, and exchanges were confined to those thirigp 
which could be carried by men and pack-animals. Good roads 
(with the exception* of the Mogul military roads) hardly exist- 
ed. There were only a few natural waterways like the Indus 
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and the Ganges, and internal trade in consequence remained 
undeveloped. Each village was, therefore, compelled to make 
its own arrangements to satisfy all its requirements. It led 
a smooth economic life in normal times, but in times of famine 
it inevitably suffered acute distress . 1 » 

Another feature of village life was the rare use of money, 
most of the exchanges being in kind. Grain being univer- 
sally desired it was the standard of value. The rate at which 
payments to village artisans were made was determined by 
a complicated but well-understood set of village customs. In 
fact, custom rather than competition was the principal regu- 
lator of all the economic relations. Labour was immobile 
owing to the influence exercised by the joint family, the 
caste system and the general conservatism of the village 
people. There was a stronger sense of unity and solidarity 
than now exists. For instance, village tanks, temples and 
roads were kept in repair by communal labour, i.e. free labour 
supplied by the villagers themselves. The weakening of this 
corporate life is one of the most disquieting features of village 
life today. 

Custom and status held sway over the villagers’ lives. 
Custom (i.e. conventions based on habit), which was opposed 
to change of any kind, determined rent, wages and prices 
under the old economic order in India. Birth in a particular 
caste and family determined once for all the status of the 
individual in society and deprived him of freedom of contract. 
§5. The village in transition. — The organization of the village 
community and its economic life are undergoing a change 
as a result of the new forces called into existence by admini- 
strative centralization, the growth of individualism due to the 
impact of Western civilization, and the revolution in transport 
and communications. Modern administrative centralization 
of revenue, police and justice has led to the weakening of 
the old village autonomy; the influence of Western individua- 
lism has brought about the disintegration of the old corporate' 
feeling in the Indian village; and the revolution in transport 
due to the construction of a network of railways and roads 
and the introduction of the motor-bus has broken down the 
isolation of the village. 

The principal features of the village in transition may now 
be briefly indicated. 

In the first place, the old self-sufficiency of the village 


1 See ch. viii, $6. 
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has broken down. The village now buys from outside cloth, 
kerosene oil, aluminium ware, sugar, tea, matches, umbrellas, 
scissors, bangles, sewing machines, etc. In its turn the 
village now grows various products for the market, and ex- 
changes with the outside world are now becoming more- 
characteristic of the village than self-sufficiency. 

The nature of the famine calamity has also been trans- 
formed with the possibility of importing food from distant 
places. Formerly, famines were those of food aB well as of 
money. These have been replaced by famines of money, i.e. 
a famine nowadays means high prices (scarcity prices) and 
temporary unemployment in rural areas, and not starvation. 1 
Although there may be no food in a particular village in a 
given year, this deficiency can ordinarily be made good by 
transporting it from other areas. 

Barter has given way to money economy thanks to the- 
growing frequency of exchanges with the outside world, and 
the remittances of those who go outside the village for employ- 
ment. Land revenue and other taxes, rents, interest on loans- 
and wages are now largely paid in cash. The old customary 
payments in grain for- services rendered by artisans, etc. still 
continue to some extent, but their importance has greatly 
lessened. 

The village people are now less stationary and often migrate 
to towns to supplement their incomes. The mobility is due 
to economic necessity and has been facilitated by improved 
means of transport. 

Custom and status are gradually being supplanted by com- 
petition and contract. The institutions of caste and the joint- f 
family system have weakened to some extent. Bents, pricea 
and wages are coming more and more under the influence of 
competition. Keen competition among tenants for land haa 
necessitated tenancy legislation to protect their interests. 
This change has been quickened by the spread of Western 
civilization, the growing use of money and the development 
of communications. 

§6. Transition In agriculture and Tillage crafts.— (i) Agricul- 
ture has been commercialized and the village has been linked 
with the whole country. Even world markets are now acces- 
sible to the Indian farmer for agricultural produce such as- 
cotton, jute, oil-seeds, wheat and rice. The opening of the 
Suez Canal in 1869 has helped to establish world-wide markets 
for agricultural produce. Another tendency is for different 


1 Bee ch. viii, §6. 
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regions to specialize in different crops, e.g. Bombay in cotton, 
the Punjab -in wheat, and Bengal in jute. The substitution 
of non-food crops like cotton and jute for food crops has 
resulted from the commercialization of agriculture, and has 
-called into existence a new complex marketing organization 
at the ports and inland trading centres, controlled by a special 
•class of middlemen, wholesale dealers and exporters. 

The pressure on land has increased and land-holdings are 
being increasingly divided, though the old agricultural practices 
still continue. 

(ii) The village crafts are in a state of transition. Cheap 
imports of machine-made goods, cloth, aluminium ware and 
kerosene oil have adversely affected the spinner, the weaver, 
the potter and the oilman. All the village artisans are no 
longer indispensable. Some of them like the carpenter and 
goldsmith have improved their position by migrating to towns. 
Those who have been unable to do so are pursuing their old 
occupations under increasing difficulties. Some have given up 
their hereditary occupations and joined the ranks of day 
labourers in the village itself or have migrated to towns. Al- 
together rural industry is in a depressed condition, and the 
problem of its revival is not easy to solve. x 
§7. Towns and industries in the old economic order. — Al- 
though the great majority of the Indian population lived in 
villages in the pre-British period, the development of towns 
was by no means negligible. Some of the towns, like Benares 
and Allahabad, were places of pilgrimage, others like Delhi, 
Lucknow, Poona and Tanjore were the seats of courts or the 
capitals of provinces. Some like Mirzapur and Bangalore 
were commercial centres. Town industry was more advanced 
and adopted a more minute division of labour than rural in- 
dustry. It was also well organized into guilds of artisans. 
The use of money was more frequent, and credit instruments 
like hundis were in common use. 

In the past, according to contemporary standards, India 
was a great industrial as well as a great agricultural country. 
Prom very ancient times the fame of her arts and crafts had 
spread far and wide. The main industry was the textile. 
‘Weaving was ^the national industry and spinning was the 
pursuit of millions of women’ (B. 0. Dutt). The more im- 
portant centres of the cotton industry were Dacca, Lucknow, 
Ahmedabad, Nagpur and Madura. There were also metal 
industries, the manufacture of arms, shields, enamelled ware, 


1 See ch. iii, §15; ch. iv, §§14-19. 
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jewellery, and gold and silver thread, stone carving, tanning 
and leather works, paper-making and perfumery. Ship-build- 
ing was in a flourishing condition and the iron industry had 
attained a high level of progress. 

§8. Causes of the decay of old Indian Industries.— The decline 
of the handicrafts may be attributed to the following causes : 

(i) The disappearance of the indigenous courts, which 
deprived several industries of the patronage of the courts and 
of the nobility. 

(ii) The operation of adverse foreign influences. — The 
establishment of British rule indirectly weakened the power 
of the old guilds and brought about a change in the tastes 
of the people, especially of the educated middle class, who 
adopted the standards of the ruling race and favoured articles 
of Western manufacture. 

(iii) The policy of the East India Company and the British 
Parliament. — Before the adoption of Free Trade by Great 
Britain about the middle of the nineteenth century, Indian 
industries were subordinated to British industries (under the 
old colonial policy) and were subjected to heavy tariffs in Great 
Britain. 

(iv) The competitidn of machine-made goods. — The most 
important reason for the decay of the old Indian industries 
was the competition of machine-made goods imported from 
Great Britain and from other countries which had already 
completed their industrial revolution. The revolution in trans- 
port in India, effected by railways and roads, intensified this 
competition. 

(v) The laisser-faire policy of the Indian Government . — 
Until recently (practically till the outbreak of the war of 
1914-18), the policy of the Indian Government was that of 
leaving industry to its own resources. At the same time, the 
railways facilitated the imports of foreign manufactures on the 
one hand, and the exports of raw materials and food-stuffs 
on the other hand. 

All these factors produced a far-reaching change in the 
economic life of the country. With the decay of the indi- 
genous industries there was progressive ruralization, almost 
three out of every four persons coming to depend on land 
(whereas formerly perhaps 60% depended on land and 40% 
on industries). The foreign trade of the country expanded 
(the bulk of the exports being agricultural products and the 
bulk of the imports, manufactured goods) and thus there was 
a one-sided development of the national economic life. 

§9. Transition In Industries.— From the seventies of the last 
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century, when the industrial position in India may be said 
to have been at its lowest, there has been a gradual and conti- 
nuous progress of modern organized industries of the Western 
type. The way was led by British business men and capitalists 
in the plantation industries (tea, coffee, indigo). This served 
as a stimulus to commercial classes in India, especially in 
Bombay, which had the honour of giving a lead in this matter 
tto other parts of India and winning for itself the position of 
the industrial capital of India. Its principal .industry, the 
cotton mill industry, was started about the middle of the 
nineteenth century. At about the same time another im- 
portant textile industry, the jute mill industry, was established 
(round about Calcutta in Bengal, the capital and enterprise 
being European. The industrial revolution later spread to 
the mining industry, and to various other industries such as 
cotton gins and presses, steel and iron, rice-husking and grind- 
ing, and oil mills. Progress was at first sIqw. The swadeshi 
movement (which began in 1905) and the war of 1914-18, 
gave a stimulus to industrial development. The adoption of 
the policy of discriminate protection in 1923 has given a further 
incentive, although even today barely 1-5% of the population 
is engaged in organized industries. 1 The present war has im- 
parted a considerable fillip to the industrial development of 
India. 

The economic transition described above has, to some ex- 
tent, promoted the growth of towns in India. Railways and 
navigation, the growth of new industries (e.g. the rapid rise 
of Jamshedpur in Bihar due to the Tata steel and iron indus- 
try) and administrative centralization have in general made 
for urban development, though it has been very slow as 
compared with the rapid urbanization in Great Britain after 
her industrial revolution. Even today the urban population 
is only 11% of the total population in India. The diversion 
of trade routes and the decay of handicrafts have caused the 
decline of some towns, but on the whole the forces making 
for their growth are asserting themselves. 

§10. Conclusion. — To conclude, India is passing through a 
stage of economic transition. If we look at towns like Bom- 
bay and Calcutta we find that they display something ap- 
proaching a full development of economic conditions as found 
in the most advanced countries of Europe. On the other 
hand, in the vast rural areas the old order, while it has been 

1 For a description of some of the more important organized and cottage indus- 
tries, and of the work of the Tariff Board, see ch. iv, §§7-19. 
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shaken, still shows great vitality. The general tendency is 
towards the establishment of condition's similar to those pre- 
vailing in countries that have accomplished their industrial 
revolution. Modern industrialism in India, as in other coun- 
tries, has been followed by certain evils, such as overcrowding 
in factory towns, the decay of cottage industries, and the ex- 
ploitation of the labour of women and children. But we need 
not conclude that these evils are unavoidable. It is quite 
possible to deal witli them effectively by legislation and in 
other ways. 


SUMMARY 

India has been passing through a process of economic transition during 
the last hundred years. Fundamental changes in her economic structure and 
organization have taken place in consequence of the advent of the forces 
implicit in the term ‘Industrial Revolution’. The pace of this revolution 
has, however, been slow as compared with that of the revolution in England. 
And India today tfhous the characteristics of countries that have not yet 
completed their industrial revolution and also of those that have completed 
it. Thus, the force of competition is making itself felt more and more, but 
custom is by no means dead. ‘The economic isolation and self-sufficiency of 
the village have been weakened but they are not altogether things of the past. 
Large-scale industries like the cotton mill industry have come into existence, 
but the old village industries have not been altogether extinguished. The 
use of money is growing in frequency without however completely supplanting 
barter and payments in kind. For example, the village artisans and menials 
are still generally paid in kind for the services rendered by them to the 
village community. 

The general trend of events is, however, for the newer forces increasingly 
to assert themselves. 

The transition in the old self-sufficient and self-governing Indian village 
has been brought about by the revolution in transport (railways, roads, motor 
transport, telegraphs, etc.), administrative centralization, and in general by 
the impact of Western civilization and individualism. Agriculture has been 
commercialized, and the farmer now grows largely for the market and im- 
ports from outside some necessaries like cloth and oil and a few simple 
luxuries. Village industries have on the whole been adversely affected by 
the competition of machine-made goods and are in a stagnant condition today. 

India in the past was both a manufacturing and an agricultural country : 
she was famous for her skill in arts and crafts, in textiles, metal work, 
carving, embroidery, iron and. steel manufacture and shipping. Various 
adverse influences such as the disappearance of the old courts and their 
patronage, changes in taBte, heavy tariffs in England on Indian manufactures, 
and the laisser-faire and free trade policy followed until recently by the 
Indian Government brought about the decay of many of the indigenous indus- 
tries and led to increasing realization of the country, thus adding to the 
pressure on the land. Since the seventies of the last century, there has been 
ii — 6 
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some growth of modem organized large-scale industries such as cotton, jute, 
mining, steel and iron. For a long time this growth was slow, but owing 
to the stimulus of the war and the policy of discriminate protection adopted 
in 1928, more encouraging progress has been in evidence in recent years. 

Industrial and commercial towns like Bombay, Calcutta, Cawnpore and 
Jamshedpur are fast getting Westernized and conditions of life and labour 
them are being radically transformed. The vast conservative rural areas 
however changing only very gradually and still display many features 
the old economy. 


a S b- 
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AGRICULTURE 


§1. The importance of agriculture In India.— As we have pre- 
viously stated, nearly three out of every four persons in India 
depend upon agriculture for their livelihood. Although agri- 
culture is our principal national industry, it may be spoken 
of as one of our depressed industries considering the low 
yield per acre, the small, scattered, uneconomic land holdings, 
the indebtedness of the peasant, and the defective marketing 
organization. 

Agricultural Production 

§ 2 . Statistics of area under different crops in British India. — 

Of the total area in British India according to village papers, 
namely 511-9 million acres in 1939-40, the area under forest 
accounted for 68*11 million acres (13-3% of the total area), 
the area not available fpr cultivation for 89-31 million acres 
(17-4%), other uncultivated land other than current fallows 
for 97-19 million acres (19%), fallow land for 47-33 million 
acres (9-3%),* and the net area sown with crops for 209-96 
million acres (41%). The total sown area, including areas 
sown more than once, amounted to 244-57 million acres. Of 
this the area irrigated was 55-08 million acres. 

The following table shows the relative importance of the 
principal crops in British India in 1939-40 as compared with 
1901-2 :* 
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Acres 

(millions) 

1901-2 

Percentage 
of total 
sown area 

Acres 

(millions) 

1939-40 

Percentage 
of total 
sown area 

Area under other food crops 





(including vegetables, fruits, 
condiments and spices, miscel- 
laneous food crops, etc.) 

1 803 

3-7 

6-77 

2-8 

Sugar 

2-60 

. 

1-3 

3-63 

1-5 

Total food crops ... 

187 63 

850 

197-46 

80-7 

Area under oil -seeds — 

Linseed 

2-27 

1-0 

2-44 

1-0 

Sesamum (til) 

3-75 

1-7 

2-20 

0-9 

Rape and Mustard 

2-88 

1-3 

3-64 

1-4 

Groundnut 

... 

... 

5-54 

2-2 

Coconut 



0-68 

0-3 

Castor 

... 

... 

0-40 

0-2 

Other oil-seeds 

3-07 

1-4 

1-49 

0-6 

Total oil-seeds ... 

11-97 

5-4 

16-29 

6-6 

Area under fibres — 

! 

4-7 



Cotton . 

30-30 1 

13-34 

5-5 

Jute 

2-28 | 

1 i-o 

3-12 

1-3 

Other fibres 

0-56 

■ 

; o -2 

1 

0-77 

0-3 

Total fibres ... 

13-14 | 

5-9 

17-23 

7-1 

Area under other non-food 
crops — 

Indigo 

! 

I 

0-79 | 

0-4 

0-04 

0-02 

Opium 

0-61 i 

0-3 

0-01 

0-003 

Coffee ... ‘ 

0-12 ! 

0-05 

o-io 

0-04 

Tea 

0-49 ! 

0-3 

0-74 

0-30 

Tobacco 

0-95 j 

0-45 

1*18 

0-48 

Fodder crops 

2-94 I 

1-4 

10-47 

4-28 

Other non-food crops 

1-71 ! 

0-8 

1-06 

0-44 

Total non-food crops ... 

32-72 

150 

47-12 

103 

Total sown area ... 

220-35 

... 

244-57 

100-0 

(includes area sown more than 





once) 

20-64 

•V 

34-61 

... 


The above table clearly brings out the wide range of India’s 
agricultural production, the preponderance of food over non- 
food crops, and a certain tendency for non-food crops to 
displace food crops. Agricultural production provides practi- 
cally all the food-grains consumed in the country, yields large 
quantities of raw materials like cotton, jute and oil-seeds for 
the principal manufacturing industries, and is the main source 
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of our export trade. There is some room for extensive culti- 
vation, but much more for intensive cultivation. 

§3. A survey of the principal crops of India (see Map V).— 
(i) Food crops . — (a) Rice is the leading* crop of India and the 
staple food of most of the people. It accounts for about 29% 
of the whole cultivated sown area. Rice is grown extensively 
in India, especially in the wet and moist regions. The prin- 
cipal rice-growing provinces are Bengal, Bihar, Orissa and 
Madras, other rice-growing provinces being the United Pro- 
vinces, the Central Provinces, and Bombay. Rice is a winter 
crop, being mainly harvested in December and January. 
There are different varieties of paddy grown in different parts 
of India, and the Imperial Council of Agricultural Research 
has in recent years intensified research work on rice. Since 
the separation of Burma India’s exports of rice have become 
negligible; indeed, she has to import a considerable quantity 
of rice, mostly from Burma. 

( b ) Wheat . — Next in importance to rice in acreage is 
wheat, which covers about 11% of the total cultivated area. 
It is a rabX crop, sown from October to December and har- 
vested from March to May. Wheat is the staple food of the 
people in the Punjab, the United Provinces and the North- 
West Frontier Province. Elsewhere, it is grown mainly for 
export. The principal wheat-producing provinces in India 
are the Punjab, the United Provinces, the Central Provinces, 
and Berar, Central India States, Bombay, Bihar and Orissa,, 
the first two accounting for nearly two-thirds of the total 
area. Exports of Indian wheat, which were considerable in 
the years before the war of 1914-18 have latterly been almost 
nominal owing to the uneconomic cultivation of wheat abroad 
and the increase in the wheat-eating population in India, 
itself. In recent years, the grower of Indian wheat had to 
be protected by a high import duty, as cheap foreign wheats, 
especially Australian, were flooding the markets. With the 
development of Sukkur Barrage irrigation in Sind, and the 
newer Punjab canal colonies, the area under wheat is expected 
to expand. 

(c) Barley is grown chiefly in the United Provinces and 
Bihar, and serves as food both for man and cattle. 

(d) Millets ( jowar and bajra ). — These two varieties of 
the Indian millets constitute an important group of food crops 
for the masses in Madras, Bombay, Deccan, and the adjoin- 
ing districts of Hyderabad. They also supply valuable fodder 
for the agricultural cattle. Both jowar and bajra are exten- 
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sively grown, especially in the Deccan. Bajra is a kharif crop, 
while jo war is both a kharif and a rabi crop. Exports of mil- 
lets are inconsiderable. 

(e) Pulses are extensively grown throughout India and 
figure prominently in the dietary of the people. They are 
chiefly grown in the United Provinces, the Punjab, Bombay, 
the Central Provinces and Bengal. Gram is the principal 
pulse, and about half of it is raised in the United Provinces. 
The large internal demand accounts for the small exports. 

(/) Fruits and vegetables, condiments and spices, etc . — 
The Indian fruit industry is not well developed, owing partly 
to small internal demand due to the poverty of the masses 
and partly to defective packing, transport and marketing 
methods. The Agricultural Department is now paying greater 
attention to these matters and notable success has been 
achieved in the Peshawar valley. Condiments and spices 
such as pepper, chillies, ginger, cardamom and betelnut are 
chiefly grown in the extreme south of India, though certain 
varieties are cultivated everywhere. 

(g) Sugar . — India was probably the original home of 
sugarcane, and has a larger area under it than any other 
country. But the poor yield per acre and the large internal 
demand, lack of protection against imports (e.g. from Java), 
and defective organization of the Indian refined sugar industry 
necessitated in the past large foreign imports. However, 
thanks to the grant of protection since 1931-2, and the keen 
interest in cane research taken by the Imperial Council of 
Agricultural Besearch, India’s sugar industry has made rapid 
strides and the country has become almost fully self-sufficient 
in respect of refined sugar; indeed in recent years the sugar 
industry has had to face over-production and take measures 
through the Sugar Syndicate to restrict its output. The bulk 
of the sugarcane is at present used for manufacturing gur or 
gul (unrefined country sugar). The chief cane-growing pro- 
vinces are the United Provinces, the Punjab, Bihar, Orissa, 
Madras and Bombay. 

(ii) Non-food crops. — (a) Oil-seeds . — India grows a variety 
of oil-seeds, such as linseed, sesamum, rape and mustard, 
groundnut, coconut, castor, cotton-seed, mowra, niger, cori- 
ander, cummin, .aju>an and kardi. Oil-seeds are an important 
group of crops and account for nearly 7% of the total cropped 
Area. A large quantity is exported annually, although increased 
competition in foreign markets has adversely affected the 
oxports in the post-war period. It is felt that India has not 
yet learnt to make the best use of her oil-seed resources, 
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though attempts have been made to develop a local oil-crushing 
industry. Groundnut is the most important of the oil-seeds. 
The chief oil-seed-growing provinces are the United Provinces, 
the Central Provinces, Bihar, Orissa, Bombay, the Punjab 
and Madras. 

(6) Fibres, such as cotton and jute, constitute an impor- 
tant group of crops. 

Cotton is the leading fibre crop. There is a considerable 
area under cotton, grown mainly in Bombay, the Central 
Provinces, Berar, Hyderabad, the Punjab, Central India States 
and Madras. As a cotton-producing country India ranks next 
to the United States of America. Indian cotton is mostly 
short-staple, and is not suited for the manufacture of cloth 
of higher counts, such as that produced by Lancashire mills : 
Egyptian and American cotton are superior to Indian cotton 
in this respect. The Agricultural Department is doing a great 
deal to improve indigenous varieties and to encourage the 
cultivation of superior (i.e. American) varieties in India (e.g. 
in Sind). Attempts are also being made to increase the yield 
per acre. There is a large export trade in raw cotton, about 
60% of the crop being sent out in normal years. Japan and 
China and, to some extent, the continental countries of 
Europe are the buyers of Indian cotton. The conditions 
created by the present war have resulted in the loss of the 
continental and Japanese markets for Indian cotton. The 
grower of short- and fair-staple cotton has, in consequence, 
been adversely affected, and a campaign to substitute such 
cotton by food crops is now (1942) in full swing in the coun- 
try. Before the present war there was a considerable increase^ 
m the consumption of Indian cotton in Lancashire mills, and 
this tendency is expected to be strengthened with the increased 
supply of long-staple cotton in Sind. The Indian Central 
Cotton Committee, which was established in 1921 to ensure 
a closer touch between the Agricultural Department and the 
cotton trade, has done a great deal to carry out improvements 
and to promote suitable legislation. The East India Cotton 
Trade Association was formed in 1922 for the improvement 
of the cotton trade. 

India is the world’s sole producer of jute. The cultiva- 
tion is restricted to the Ganges-Brahmaputra delta in Bengal, 
Assam, Bihar and Orissa. The soil here is enriched by 
alluvial deposits suited to grow this exhausting crop without 
any expenditure, on manure. The exports both of raw jute 
and of jute manufactures are a leading item in our export 
trade, of equal importance to cotton. The jute industry was 
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in a depressed condition owing to the severe slump in prices 
and the general trade depression, and the acreage under jute 
was considerably curtailed. Owing to fluctuations in the price 
of raw jute and the demand for it during the present war, the 
Government of Bengal has recently (1941) adopted a policy 
of compulsory curtailment of the area under jute. 

(c) Indigo has had a highly chequered history. Until 
the competition of cheap German synthetic dyes began, the 
Indian indigo industry was in a flourishing condition, and 
was responsible up to 1907-8 for more than half the value of 
dyeing and tanning materials exported. Since then both the 
exports and the area under cultivation have seriously dwin- 
dled, and the future of the industry is uncertain. Salvation 
lies in cheaper production, both as regards cultivation and 
manufacture. Indigo is cultivated in Madras, the United Pro- 
vinces, Bihar, Orissa and Bengal. Bihar is the most important 
province from the point of view of foreign trade. 

( d ) Opium. — The area under opium has declined pro- 
gressively as a result of the policy of the Government of India. 
By international agreements all exports have been stopped 
except for medicinal purposes. The internal consumption of 
opium is also strictly controlled. The cultivation of the poppy 
is carried on under a system of Government licences in the 
United Provinces. 

( e ) Coffee is an exotic plant in India, and is mainly 
grown in Mysore State, Madras, Coorg, Cochin and Travan- 
core. The competition of cheap Brazilian coffee in European 
markets has adversely affected the cultivation of coffee in 
India. 

(f) Tea. — With the exception of China, India is the 
largest tea-producer in the world. The tea industry, which is 
the leading plantation industry in the country, has enjoyed a 
long spell of prosperity with growing internal consumption 
and foreign exports. The principal tea-growing areas are 
Assam, Bengal, Madras, Punjab (Kangra), the United Pro- 
vinces and Travancore. There is a very large export of tea, 
especially to the United Kingdom, which takes about 90% 
of the Indian exports. Since the world economic depression 
this country has found it necessary to co-operate with other 
tea-producing countries of the world and adopt a scheme of 
restriction of output and of exports. The Indian tea industry 
has considerably benefited by the present war. 

(gf) Tobacco . — There are two principal centres of the 
tobacco industry, eastern and northern Bengal, and southern 
India. The leading tobacco-growing provinces are Madras, 
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Bengal, Bihar, Orissa, Bombay, the United Provinces, and 
the Punjab. The bulk of the tobacco is consumed locally, 
though Madras has a considerable export trade. Increased 
consumption of cigarettes has encouraged the opening of a* 
number of factories for the manufacture of cigarettes in India. 
The Agricultural Besearch Institute at Delhi is devoting its 
attention to the question of improving the quality of Indian 
tobaccos. The heavy import duties on foreign tobacco and 
cigarettes, which are still imported in large quantities, are 
expected to stimulate the cultivation and consumption of In- 
dian tobacco. 

(h) Fodder crops . — The area devoted to these crops is 
inadequate in view of the large number of agricultural cattle 
needed in India. The principal areas are the Punjab, Bom- 
bay and the United Provinces. The Agricultural Department 
is giving much attention to the question of growing and 
storing fodders. 

{ i ) Rubber , which is an important raw material in the 
industrial economy of today, is grown mainly in southern 
India. Most of it is exported. India’s share in world pro- 
duction is very small. 

§4. Low yield of land and Its oauses. — The yield per acre of 
land in the case of almost all crops is much lower in India 
than in countries where agriculture is better organized. For 
instance, the yield of cotton per acre in India varies between 
75 and 100 lb. of lint cotton as compared with 180 lb. in the 
U.S.A. and 300 to 400 lb. in Egypt. India’s outturn of 
sugar is stated to be less than one-third that of Cuba, one- 
sixth of Java, and one-seventh of Hawaii. The causes of 
low productivity are the uncertain character of the rainfall, 
floods, hailstorms, frosts and other vagaries of the climate, 
damage caused by wild animals, rats, locusts and other pests, 
inefficient methods of cultivation, small and scattered holdings, 
and the under-equipmeyt of the agriculturist. Increased irri- 
gation and the efforts of the Agricultural Department to deal 
with pests and to improve methods of cultivation may be 
expected to improve the yield. 

Land and its Problems 

.§5. Subdivision and fragmentation of holdings.— We shall 
Jtfow discuss our two main problems relating to land, namely 
"subdivision and fragmentation of holdings, and irrigation. 

One of the greatest handicaps of Indian agriculture is the 
endless subdivision and fragmentation of land. Not only is 

ii — 6 
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the total size of the average holding too small, but it is also 
scattered in a number of tiny plots situated at inconvenient 
•distances from one another (see Map VI a). For instance, 
fiamalal Bhalla found that in the village of Bairampur in the 
Punjab 34' 5% of the cultivators had more than twenty-five 
figments each. A special inquiry into 2,397 villages in the 
Punjab disclosed that 17*9% of the ‘owner* holdings were 
under 1 acre; a further 25*5% were between 1 and 3 acres, 
14*9% between 4 and 5 acres, and 18% between 5 and 
10 acres. In the village of Pimpla Soudagar in the Poona 
District, Dr Mann found that 81% of the holdings were under 
10 acres, while no less than 60% were less than 5 acres. 

The causes of subdivision and fragmentation are mainly 
the growing pressure of increasing population on the land due 
to the absence of a corresponding expansion of industries, 
the growth of a spirit of individualism responsible for the 
break-up of the joint-family system, and the operation of the 
Hindu and Mohammedan laws of inheritance and succession 
and the customs associated with them. It is easy to see 
how the size of the family holding would diminish with 
every division of the ancestral property among all the sons, 
or in general among a large number of heirs. Subdivision is 
also usually accompanied by fragmentation, because every 
sharer usually insists on obtaining a fraction in every lot of 
the family land, instead of being satisfied with one compact 
block. It is clear that these laws and customs are more 
frequently invoked today than in the past owing to the growth 
of population and the failure of industry to expand sufficiently 
to’ absorb the increased population. The break-up of the 
joint-family system and the growing spirit of individualism 
httve also aggravated the situation. 

' The evils of subdivision and especially of fragmentation 
are very serious. The cultivation of small holdings entails 
ttaste in a variety of ways. Even such poor equipment as 
tihe ordinary cultivator possesses, namely a pair of bullocks 
tod a plough, is not always fully utilized, and the cost of 
cultivation increases unduly. Sometimes the plots are so 
small that they cannot be properly ploughed and cultivated. 
Fencing, sinking of wells and other improvements cannot be 
economically introduced. There is also a great waste of area 
due to the many hedges, baulks, pattis , etc. The employ- 
ment of labour-saving devices becomes impossible. Great waste 
of labour and time in going from one field to another is 
totalled by fragmentation, which also gives rise to numerous 
boundary disputes. Subdivision and fragmentation in general 
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destroy enterprise and impede thorough and intensive culti- 
vation of the land. The cultivation of such holdings is not 
compatible with progressive agriculture and a high yield of 
land. The great majority of the land holdings in India thus 
tend to be uneconomic, i.e. unprofitable to cultivate. 

.. Remedies . — Attempts have been made in recent times to 
tackle the problem on a voluntary basis as well as by the 
method of legal compulsion. The object of such attempts 
is to secure to the peasant an economic holding, which is 
usually regarded as one ‘which allows a man a chance of 
producing enough to support himself and his family in reason- 
able comfort after paying his necessary expenses’ (Keatinge). 
Perhaps the best thing is to say that the end to be achieved 
is to arrange the relation between land, labour and capital 
so that it will lead to the greatest possible advantage to the 
producer. The object is to put the ryot in possession of a 
reasonably-sized holding, and to help him to improve his 
economic condition in so far as this can be done through such 
holdings. 

Among the attempts on a voluntary basis, the most in- 
teresting is the experiment in consolidation of scattered hold- 
ings by the formation of Co-operative Societies for this purpose 
under the auspices of the Co-operative Department in the- 
Punjab since 1920-1. The effect of consolidation of holdings, 
in so far as it has been achieved, has been beneficial (see, 
Maps VI, a and 6). Land has become more productive and! 
valuable, litigation and quarrels have decreased, and there is 
a keener desire for improvement. The pace of consolidation; 
is increasing and has been accelerated owing to the Consoli- 
dation of Holdings Act (1936), allowing compulsion to be 
applied to a small and stubborn minority. Even so there is 
no guarantee that in future the work of consolidation will 
not be undone. Similar work has been done in the United 
Provinces and the Central Provinces, which have followed the 
lead given by the Punjab. Madras has made a small begin- 
ning in co-operative consolidation of holdings. In the Bombay 
Presidency, an unsuccessful attempt was made in 1927. In, 
this connexion, we may note the Agricultural Commission’s 
warning that in tackling the problem of subdivision and frag- 
mentation, great caution and the utmost possible consideration 
of the opinions and prejudices of the people affected are neces- 
sary. An element of compulsion may be inevitable. It should, 
however, only be applied in the last resort to overcome the 
obstacles created f>y an obstinate minority of landholders or 
tenants. 
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§6. Importance of irrigation.— Indian agriculture cannot be 
other than a risky occupation so long as it must depend exclu- 
sively on an uncertain rainfall, and it is therefore necessary 
to provide irrigation wherever possible. In certain parts of 
India, such as Sind, Rajputana and the south-west Punjab, 
which are practically rainless, cultivation is impossible except 
with the help of artificial irrigation. In other parts like the 
Deccan uplands, where the rainfall is precarious and ill-distri- 
buted, irrigation is necessary to overcome chronic drought. 
Some crops like rice and sugarcane require a large and regular 
water-supply. Second or winter crops, which are necessary 
to feed a growing population, require artificial irrigation in 
the absence of winter rains. The well-being of the large 
masses dependent on agriculture is affected by the adequacy 
of water-supply and it is for this reason that irrigation, espe- 
cially in the form of wells and tanks, has been practised in 
this country from times immemorial. The distinctively British 
contribution consists in the large irrigation works constructed 
for the purpose of utilizing the surplus water of large rivers. 

The advantages of irrigation are obvious, namely, increase 
in the yield of crops, introduction of stable agriculture in dry 
and precarious tracts, protection and insurance against famines 
and scarcity, larger railway profits in the agricultural pro- 
vinces like the Punjab, and direct financial gain to the Gov- 
ernment. The export trade (for instance, in wheat and cotton) 
has benefited from irrigation, which has also brought some 
relief to densely populated areas. On the other hand, water- 
logging and salt effervescence are dangers particularly asso- 
ciated with canal irrigation. These dangers have not always 
been effectively guarded against in the past, so that soils have 
sometimes deteriorated as a result of irrigation. The provision 
of adequate drainage in canal tracts and economical use of 
water are the remedies. 

§7. Main kinds of irrigation works. — The three main kinds 
of irrigation works in India are : (i) Wells, (ii) Tanks, and 
<iii) Canals. The canals are of three types (a) inundation 
canals, (b) perennial canals, and (e) storage works. 

(i) Wells. — Well-irrigation is a vital factor in Indian 
irrigation. There are 2,500,000 wells in the country, which 
water about J 25% of the irrigated area. Wells are privately 
owned, although their construction is encouraged by the Gov- 
ernment, which advances takkavi loans and assists in the 
installation of small power-pumps and tube-wells. 

(ii) Tanks, which are a characteristic feature of Indian 
agricultural economy, are highly developed in Madras, where 
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there are over 35,000 of these petty irrigation works. On the 
other hand, they are hardly known in the Punjab and Sind. 
They need to be further encouraged by the Government, 
especially where canal irrigation is impossible. 

(iii) Canals are now the most important form of irriga- 
tion in India, and are specially encouraged by the Govern- 
ment. Different types of canals have been introduced in the 
various parts of the country, (a) The inundation canals are 
drawn directly from a river without the use of any barrage. 
They are seasonal in their character, obtaining water only 
when the river is flooded and reaches a certain ievel. Lands 
in Sind and the Punjab used to be, and to some extent still 
are, irrigated by such canals drawn from the Indus and the 
Sutlej respectively. ( b ) Perennial canals are constructed by 
putting some form of barrage across a river which flows 
throughout the year and diverting its water by means of 
canals to the land to be irrigated. They are to be found in 
the United Provinces, the Punjab and Madras. The Sukkur 
Barrage has converted inundation canals into perennial canals 
flowing all the year round as a result of the barrage con- 
structed across the Indus, (c) Storage works canals are con- 
structed by building a dam across a valley to store the monsoon 
rain-water. The water so held is distributed by means of 
canals. Such works have been constructed in the Deccan, 
the Central Provinces, and Bundelkhand, where the rivers 
are not perennial, and therefore necessitate artificial storage 
of water. 

§8. Classification of Government irrigation works.— Until 
1921 Government irrigation works were classified as follows': t 
(i) Productive, (ii) Protective, and (iii) Minor. 

(i) Productive works were expected to yield, within ten 
years of their completion, net revenue sufficient to cover the 
annual interest charges on the capital investment. Such works 
are mostly found in Northern India and Madras. In 1938-9, 
24-71 million acres were irrigated by such productive works, 
the capital invested in them being Rs. 114 crores. This was 
the only type of irrigation works for which the Government 
raised loans. 

(ii) Protective works wete not expected to be directly 
remunerative, but rather intended to ensure protection against 
famines in precarious tracts like the Deccan. The cost of 
such works was met from the annual grants for famine relief 
and insurance. These works are economical indirectly and in 
the long run. The area irrigated by the unproductive works 
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(see below) amounted to 2-88 million acres in 1935-6, the 
capital outlay on them being about Rs. 38*79 crores. 

(iii) Minor works . — This was a miscellaneous class, in- 
cluding mainly old tanks taken over by the British Govern- 
ment. They were all financed from revenues. 

Since 1921, this old classification, for the purpose of deter- 
mining the source from which funds were to be provided, 
has been altered, and it is now possible to finance any work 
of public utility from loan funds. The classes of protective 
and minor works have been abolished, and all irrigation 
works, whether major or minor, for which capital accounts 
are kept, have been reclassified under two heads : (i) Pro- 
ductive, and (ii) Unproductive, with (iii) a third class em- 
bracing areas irrigated by non-capital works. 

§9. Growth of iirigation. — The total capital outlay on irri- 
gation and navigation works amounted to Rs. 152-8 crores 
at the end of the year 1938-9 as compared with Rs. 42*4 
crores in 1901-2. The gross revenue for the year 1938-9 
was Rs. 13*6 crores, working expenses Rs. 4-6 crores and 
the net return on capital 5-89%. The area irrigated by 
Government irrigation works has steadily increased from 10-5 
million acres in 1878-9 to over 32*61 million acres in 1938-9, 
the estimated value of the crops so raised being about 
Rs. 109*35 crores (excluding non-capital works). The irri- 
gation rates charged vary with the crop grown and are 
different in each province, as well as on the several canals in 
any given province. Thus in the Punjab they vary from 
Rs. 7-8 to Rs. 12 per acre for sugarcane, from Rs. 3-4 to 
Rs. 5-4 per acre for wheat, and so on. 

The area irrigated by Government irrigation works (see 
Map VII) is the largest in the Punjab (12*29 million acres 
out of a total of about 32-43 million acres in 1937-8). The 
percentage of the area irrigated by Government irrigation 
works to the total cropped area was 14*68%. Madras, the 
United Provinces and Sind are other provinces advanced in 
respect of irrigation facilities. The Bombay Deccan and 
the Central Provinces (excluding Berar), both of which are 
in need of irrigation facilities, are poorly developed. Bengal 
and Assam also show poor development, but their need is 
not so great >thanks to more favourable rainfall. The total 
gross area irrigated in British India from all sources amounted 
to 60 (55 million net) million acres in 1939-40 — 29 million 
by canals, 6 million by tanks, 13 million by wells and 7 mil- 
lion by other sources. 

§10. Irrigation policy of the Government.— The British Gov- 
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•ernment inherited from its predecessors some of the present 
■irrigation works such as a few inundation canals (i.e. the 
■Ganges and Jumna canals) in Upper India, and storage works 
and tanks, especially in the Madras Presidency. From the 
middle of the nineteenth century the Government began to 
repair and revive the old works. Subsequently, the Govern- 
ment adopted a new policy of constructing and maintaining 
productive irrigation works, by raising loans for the purpose. 
The Famine Commission of 1880 recommended the construc- 
tion of protective irrigation works 'as a measure of famine 
protection (e.g. in the Deccan), but progress was very slow 
•on account of their heavy cost. A new chapter in the irriga- 
tion policy of the Government was opened in 1901, when the 
Irrigation Commission of that year made a series of recom- 
mendations with a view to extending as fast as possible the 
scope of productive and especially of protective irrigation works 
for the Deccan. Following their recommendations, the 
Government’s earlier policy of concentrating on railway con- 
■struction was modified in favour of irrigation, and a large 
number of new works were undertaken, with the result of 
more than doubling the capital outlay. Under the Reforms 
■of 1919, irrigation became a provincial subject, and since 
1922 remarkable activity in regard to irrigation works has 
"been displayed by the various Provincial Governments. As 
many as 19 important new works have been either completed 
or are under construction. The new major works of excep- 
tional importance are : (i) the Sutlej Valley project in the 
Punjab (completed in 1933) constructed at a cost of Rs. 33*31 
crores and estimated to irrigate over five million acres, (ii) the 
'Sukkur Barrage in Sind (completed in 1932) constructed at 
a cost of Rs. 24 crores and estimated to irrigate over five mil- 
lion acres, (iii) the Cauvery Reservoir and Mettur project 
(completed in 1934) estimated to cost about Rs. 7*37 crores 
and to command a new area of three million acres, and (iv) 
the Nizam saga r project (completed in 1933) estimated to cost 
Rs. 4*27 crores and to irrigate 275,000 acres. In Bombay 
two major works were completed in 1925 and 1926 respec- 
tively, the Bhandardara Dam, which is the highest (270 feet) 
in India and the Lloyd Dam at Bhatgar, the largest mass 
of masonry in the world. In the United Provinces consider- 
able progress has been made with the Sarda-Oudh canals. 
The Damodar canal is an important work nearing completion 
■in Bengal. 

§11. Canal colonies In the Punjab. — These have played a 
striking part in the irrigational history of the Punjab. Before 
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the advent of irrigation in the eighties of the last century, 
the whole vast stretch of the country npw irrigated by the 
Lower Chenab, Jhelum and Bari-Doab Canals, was a desert 
owing to meagre and precarious rainfall. It was therefore 
necessary to transport bodily whole communities into the new 
areas opened up by canal irrigation. Colony tracts arid vil- 
lages were systematically planned, the land in each colony 
being divided into large and small squares and rectangles; 
roads were marked out; village boundaries were settled and 
so on. The colonists, who had to build their own houses, 
were judiciously selected by the Revenue officers in the con- 
gested districts from among the classes of hereditary land- 
lords or occupancy tenants to hold the so-called ‘peasant 
grants’, tinder which the bulk of the land is allotted. The 
average area allotted to each individual is from one and a 
half to two squares, or about forty to fifty acres, larger grants 
being made to hereditary landlords of substance and status, 
and to enterprising men of means. Grants were also made 
in recognition of special civil and military services to the 
Government. What was once a treeless waste land has thus 
been converted into flourishing canal colonies. The peasant- 
proprietor, who holds nearly 80% of the land, is the back- 
bone of these colonies, of which the three principal ones are 
Lyallpur, Shahpur and Montgomery (other colonies being the 
Sidhanai, Sohaj Para Jhang, Chunian, Upper Chenab and 
Upper Jhelum), The aggregate area of land covered by them 
amounts to five million acres (see Map VIII). It may be 
added that the Government of the Punjab derives a substan- 
tial net revenue from these colonies which, in the words of 
Mr M. L. Darling, ‘have, in fact, opened for the Punjab an 
era of prosperity undreamed-of in the past’. 


Labour, Equipment and Organization 

§12. The Indian agriculturist. — Having considered land, we 
may proceed to deal with other factors of the agricultural 
or rural economy of India, namely, labour or the agriculturist 
himself, his equipment, and the organization of his business. 

It is clear that efficient agriculture depends largely upon 
the qualities of the farmer. As things stand at present the 
Indian cultivator or ryot must be acknowledged to be inferior 
in point of intelligence, enterprise and capacity for labour to 
the European or American farmer. His inefficiency is not, 
however, rooted in the nature of things, and is largely to 
be attributed to adverse factors such as chronic drought, 
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pressure on land, lack of education and sanitary amenities 
m the rural areas, the load of indebtedness he has to carry, 
and the caste system. Glowing tribute^ to the careful hus- 
bandry combined with hard labour, perseverance and fertility; 
of resource of the Indian agriculturist have been paid by 
foreign observers like Dr Voeleker. 1 At the same time we 
must admit that, generally speaking, he is lacking in origi- 
nality and initiative and is too closely wedded to routine and 
traditional methods and practices. His conservatism is often 
an obstacle to reform and progress. It is necessary to im- 
prove both the farmer and his environment so that each may 
help the other. A comprehensive scheme of rural education 
suited to the rural environment and needs, providing for the 
education not only of children but also of adults of both sexes, 
is the first reform needed. The radio, the cinema, the magic 
lantern, exhibitions and demonstrations must all be pressed 
into the service of rural education. In the second place, 
sanitary conditions in villages must be improved by the provi- 
sion of good drinking water, medical aid and improved hous- 
ing. To overcome the farmer’s conservatism it is necessary 
to aim at closer contact between village and town by means 
of better roads and communications and an efficient postal 
system. It is also necessary that absentee landlordism should 
be discouraged, and the landlord induced to take a more active 
and personal interest in the village agricultural improvement. 
§13. Agricultural technique: methods of cultivation. — The 
Indian agriculturist for the most part follows methods of 
extensive cultivation which are unsuitable in view of the 
smallness of the average holding. In this respect, Japan and 
China present a marked contrast, agriculture in these coun- 
tries being carried on very intensively and thoroughly, almost 
like gardening. The salvation of the Indian peasant lies simi- 
larly in adopting intensive methods of cultivation. This 
involves more expenditure on permanent improvements and 
irrigation, more efficient cultivation, careful selection of seed; 
a better system of rotation of crops, and adequate manuring. 
The value of pure seed of good quality is great. A certain 
number of seed societies and seed farms exist, but they need 
to be multiplied in all parts of the country. 

The application of manure and fertilizers is essential for 
increasing the yield of land. Alternative forms of fuel 
through afforestation should be provided in order to ensure 
the fuller use of farmyard manure and prevent the use of 

1 See §25. , 

ii—7 
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cow-dung* as fuel. Manure pits in villages should also prove 
useful. In canal and other irrigated areas, fertilizers like 
ammonium sulphate, bonemeal, fish manures, and oil-cakes 
are being used in gradually increasing quantities thanks to 
the propaganda work of the Agricultural Department. 

$14. Equipment. — (i) Implements . — The Indian agriculturist 
still largely uses his old and simple implements, which are 
cheap, light and portable, easy to make and to repair. Im- 
proved implements are, however, necessary to increase the 
productivity of the soil. • Iron ploughs, improved harrows, 
hoes, seed-drills and fodder-cutters, sugarcane crushers, small- 
pumping machinery and water-lifts have been introduced to 
some extent, but much still remains to be done in this direc- 
tion. It is clear that American methods based on an exten- 
sive use of agricultural machinery are ill-suited to a country 
of small peasants. Co-operative and joint-farming, however, 
would make possible to a limited extent the use of such 
machinery. The Agricultural Department (through its en- 
gineering section) is trying to popularize the use of improved 
implements. 

(ii) Live-stock . — Cattle are the most important part of 
the live-stock possessed by the Indian cultivator. They 
supply practically all the motive power for ploughing and 
lift irrigation, and are a principal source of the manure com- 
monly used and the chief means of rural transport. The 
importance of milch-cattle for a mainly vegetarian country is 
also obvious. It must, however, be admitted that the quality 
of Indian cattle leaves much to be desired. The country 
is maintaining an excessive number of cattle, but they are 
usually so poor and ill-fed that there is a serious deficiency 
of cattle-power. There are large numbers of useless cattle, 
but religious prejudices come in the way of their reduction. 
Moreover, over the greater part of India there is a shortage 
of fodder from December to July. Increasing attention must 
be paid to the growing of fodder crops and to the efficient 
storage and economical use of fodder supply. Cattle-breeding, 
which is at present neglected, must be practised more care- 
fully and extensively. The big landlords must give a lead. 
The recent scheme of 1 -gift bulls* , adumbrated by Lord Lin- 
lithgow, has served to focus public attention on this very 
important aspect of the rural economy of India. The Veteri- 
nary Department is doing useful work in cattle-breeding as 
wlell as in the prevention and treatment of cattle diseases 
like rinderpest, which take a heavy toll and inflict great 
losses on the farmer. The provision of veterinary aid in 
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India is, however, most inadequate and needs to be substan- 
tially extended. 

§15. Rural Industries. — Agriculture needs organization as 
much as any other business, but in India it is at present in a 
very bad way both as regards internal organization (i.e. as 
regards holdings, permanent improvements and subsidiary in- 
dustries) and external organization (i.e. as regards marketing). 

The absence of subsidiary industries which would enable 
the farmer to employ his labour-power more effectively and 
distribute it more evenly throughout the year, is a source of 
great economic weakness to the small landholder in India. 
At present there is a large waste of rural labour on account 
of the seasonal character of agricultural occupation. In the 
slack season the agriculturist is practically unemployed. As 
Mr Darling points out, ‘the only way in which a small farmer 
can keep himself out of debt is by being frugal and in- 
dustrious and by having a second string to his bow’ as in 
Japan, France, Germany and Italy. Dairy-farming and cattle- 
breeding are promising as side-occupations. The following 
rural industries may also be mentioned : poultry-keeping, fruit- 
growing, market-gardening, hand-hulling, sericulture, bee- 
keeping, tanning, mat-making, bamboo and cane work, 
rope-making, making bidis, pottery, etc. It is clear that 
not all of these are suitable for every part of India, and that 
careful selection based on intensive regional surveys would be 
necessary. 

Hand-spinning as a possible rural industry has received 
a good deal of attention because of the controversy which 
has centred in recent years round the charka and its associ- 
ation with Mahatma Gandhi, the great preacher of the gospel 
of the charka. It is argued that hand-spinning is simple, 
easily learnt, and is capable of being taken up and put aside 
any time so as not to interfere with agriculture, the main 
occupation of the people. On the other hand, khaddar cannot 
always compete successfully with the cheaper mill-made cloth, 
which is also cooler and more attractive. However, so long 
as the farmer is not and cannot be supplied with any other 
more remunerative supplementary industry, hand-spinning 
offers some chance of balancing his budget at the end of the 
year. 

A more hopeful solution of the problem lies in promoting 
the establishment, in rural areas, of industries connected with 
the preparation of the agricultural produce for consumption 
and export, such" as cotton-ginning, decortication of ground- 
nuts, rice-milling and -husking, and oil-pressing. 
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§16. Marketing of agricultural produce.— The main problem 
of the external organization of agriculture is the marketing 
of agricultural produce to the best advantage of the farmer. 
It is unfortunately true that from this point of view the 
existing marketing system suffers from several deficiencies. 
The Indian cultivator is normally dependent on the Money- 
lender, to whom his crops are often mortgaged in advance. 
There are also several professional dealers and middlemen 
who are highly organized, and profit at the expense of the 
cultivator. Other handicaps of the cultivator are : low r stan- 
dard of literacy, absence of properly regulated markets and of 
combination among farmers, chaotic condition of weights and 
measures, inadequate storage facilities and defective communi- 
cations in rural areas. Owing to his chronic shortage of 
capital and his inescapable cash liabilities like land revenue 
and rent, the farmer has to sell in a falling market and thus 
fails to get the best price. The system of sales in the larger 
markets through dalals (commission agents) is also defective. 
Apart from high brokerage, there are several unauthorized 
deductions to which the necessitous seller has to submit. 

It is obvious that an efficient system of rural marketing 
is indispensable to secure rural prosperity and betterment. 
The two most hopeful measures of reform are : (i) Co-operative 
sale and (ii) Regulated markets . 

(i) Co-operative Sale Societies have made some progress, 
notably in respect of the sale of cotton in Gujarat and Kar- 
natak in Bombay, where the Provincial Co-operative Market- 
ing Society has recently (1941) been established to serve the 
sale societies in the province as a whole. There are also Co- 
operative Commission shops for the sale of wheat in the 
Punjab, and societies for the sale of jute in Bengal. The 
Co-operative Sale Society offers many advantages, such as 
elimination of some of the middlemen with their high com- 
mission charges, use of correct weights and measures, proper 
grading of produce, competitive and fair prices, and advance 
of money against produce. The sale movement has, however, 
made only a limited progress, its main handicaps being in- 
efficiency of management, the fact that the society lias no 
hold on its members, and inadequate finance. 

(ii) Regulated markets , such as those established in some 
districts in the Bombay Presidency under the Bombay Cotton 
Markets Act (1927) replaced by the Bombay Agricultural 
Produce Markets Act (1939), and in Hyderabad (1930), Madras 
(1933) and the Central Provinces (1935), are calculated greatly 
to improve existing marketing organization. Here trading 
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takes place under proper rules and by-laws administered by 
a Market Committee on which growers as well as producers 
are represented. 

Increasing attention is also being paid to the standard- 
ization of weights and measures. Keform in this matter is 
necessarily slow since it has to encounter strong obstacles set 
up by conservatism and custom. 

The Government of India is now devoting considerable 
care and attention to the problems of agricultural marketing 
of India. In April 1934 it appointed Mr A. M. Livingstone 
as the Marketing Expert on the staff of the Imperial Council 
of Agricultural Research. A central marketing staff and pro- 
vincial marketing officers have also been appointed, as sug- 
gested by the Royal Commission on Agriculture (1928). This 
new organization is at present engaged in conducting market- 
ing surveys of the principal crops in the different provinces 
to provide a common basis for future progress. Comprehensive 
reports on the marketing of wheat, linseed, tobacco and rice 
have already been issued. A notable piece of legislation is 
the Agricultural Produce (Grading and Marketing) Act (1937) 
which is intended to secure better returns to the cultivator 
by ensuring proper grading of his produce. An improved 
market news service has been established with the help of 
the All-India Radio organization. Marketing legislation has 
been promoted in several provinces on the advice of the Cen- 
tral Marketing Organization. 

Rural Indebtedness 

§17. Estimates of rural Indebtedness. — One of the most seri- 
ous problems of the rural economy in India is the heavy 
burden of rural indebtedness. The Central Banking Enquiry 
Committee (whose report was published in 1931) estimated 
that the total agricultural indebtedness of the British Indian 
provinces was in the neighbourhood of Rs. 900 crores. The 
figures by provinces are as follows : 


Bombay 

. Bs. 81 crores 

Bihar and Orissa ... 

Bs. 155 crores 

Madras 

. „ 160 

>> 

Assam 

• 22 

Bengal 

. „ 100 

»» 

Burma 

„ 60 „ 

United Provinces . 

• 124 


Central Areas 

tt 18 m 

Punjab 

. „ 135 

»» 

Coorg 

M 55 lakhs 

Central Provinces 





and Berar 

. 861 





While it is true that the small peasant in India as in all 
other countries will, and has to, borrow and that he was 
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indebted even in pre-British days, rural debt has shown an 
alarming increase, especially in recent years . It is estimated 
to stand at about Rs. 1,200 cro res at present. It is not how- 
ever so much the volume of indebtedness which gives cause- 
for anxiety, as the fact that the greater part of the debt is 
unproductive and carries very high rates of interest. The 
burden on the peasantry has been made almost unbearable* 
owing to the present fall in the prices of agricultural products. 
$18. Causes of indebtedness. — The following are the main 
causes of rural indebtedness, apart from the extreme poverty 
of the masses : 

(i) Excessive pressure of the population on the land and 
subdivision and fragmentation of holdings . — The growth of 
the population and the ruralization of occupations has in- 
creased the pressure on land. Par more people have to depend 
on land than are required for its thorough and profitable 
cultivation. Land holdings, moreover, are for the most part 
uneconomic and yield only a small income even in the best, 
of years. The decline of cottage industries and the lack of 
subsidiary occupations have further worsened the economic 
position of the farmer. 

(ii) The insecurity of harvest. — Indian agriculture in pre- 
carious tracts like the Bombay Deccan is a gamble in the 
monsoon. It may be said in general that an agricultural cycle 
of five years gives one good year, one bad and three that are 
neither bad nor good. It is only in good years that the 
peasant can keep himself out of debt. 

(iii) Loss of cattle due to famine and diseases like rinder- 
pest adds to the economic embarrassment of the cultivator 
and often compels him to borrow for purchasing cattle. 

(iv) Excessive love of litigation , and improvidence and 
extravagance haye been suggested as causes of indebtedness. 
While the Indian peasant is ordinarily frugal to a fault, on 
certain occasions like death and marriage ceremonies he spends 
beyond his means, owing largely to the tyranny of social 
custom and latik of education. It is, however, clear that the 
indebtedness due to causes (i) to (iii) is far more serious than 
that caused by the occasional extravagance of the peasant. 

(v) Ancestral debt , which is inherited from father to son, 
may be regarded as one of the important causes of existing 
indebtedness. ‘Innumerable people are thus born in debt, 
live in debt and die in debt passing on the Burden to those 
who follow/ 

(vi) The modern change in the cultivator's position. — As 
Mr Darling aptly remarks, ‘prosperity is as much a cause 
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of debt as insecurity of harvest’. The establishment of peace 
and order in India, the growth of towns, and the opening 
of world markets to Indian agriculture have made land a 
valuable security for borrowing from the money-lender,- and 
the illiterate and uneducated peasant has not been able to 
resist the temptation to borrow. 

(vii) The money-lender and the system of usury . — With 
the establishment of British Civil Courts for enforcing con- 
tracts, and the disintegration of the village community, which 
removed all restraint on the money-lender, the peasant’s posi- 
tion was weakened. High rates of interest and the system 
of compound interest led to the exploitation of the ryots, 
many of whom came to be deprived of their lands. In fair- 
ness to the money-lender it may be said that the high rates 
he often charges are largely to be regarded as insurance against 
the great risk he runs of losing his capital. 

(viii) Land revenue policy . — The heaviness of land revenue 
and the rigidity of its collection, as suggested by R. C. Dutt, 
have operated to increase the burden of indebtedness in both 
these respects since Mr Dutt’s time, though their effects have 
been largely nullified by the present depression. The land 
revenue system requires to be made more elastic so that ade- 
quate and prompt suspension or remission of land revenue 
•could be granted in times of rural distress, whether due to 
scarcity or fall in prices. 

§10- State policy regarding indebtedness. — The gravity of 
the problem of rural indebtedness was forced on public atten- 
tion by the Deccan Riots Commission (1875). From time 
to time the Government has adopted various measures to 
tackle the problem. In the first place, it tried to improve 
•the Civil Law and procedure regarding agricultural debtors, 
whose tools, implements and cattle were exempted from 
attachment. The Deccan Agriculturist’s Relief Act of 1879 
•gave power to the courts to go behind the contract between 
the agriculturist debtor and the money-lender, and to modify 
it in favour of the former by reducing the rate of interest 
and, if necessary, by restoring his land. The Act has not 
proved effective, and to some extent the facilities given by 
it have been abused. The Usurious Loans Act, consolidated 
and amended in 1918, seeks to determine the legal maximum 
amount of interest recoverable. Regulation of money-lending 
has been recommended by the Agricultural Commission, and 
the licensing of money-lenders by some of the Provincial 
Banking Enquiry Committees. The Punjab Regulation of 
Accounts Act (1930) requires money-lenders to use regular 
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account books and to furnish to each debtor a statement of 
his account. Several of the Provincial Governments under 
the lead given by the Congress ministries have either intro- 
duced or passed legislation for the regulation of money-lending,, 
and in some cases for the licensing and registration of money- 
lenders. The immediate effect of this legislation "as also debt 
relief legislation has been the contraction of credit available 
to the farmer. This is not altogether undesirable in so far 
as it checks unproductive expenditure and creates a demand 
for co-operative credit. 

A more hopeful solution is debt conciliation on a volun- 
tary basis as suggested by the Central Banking Enquiry 
Committee. This is all the more necessary because the bur- 
den of past debts has greatly increased owing to fall in prices 
since the depression. The money-lenders also are more will- 
ing than they used to be to accept conciliation of debt by 
arbitrators. This plan is being tried in the Central Provinces,, 
the Punjab, Bengal, Madras, the United Provinces, and in 
some of the Indian States like Bhavnagar. 

Compulsory scaling down of debts is thought to be neces- 
sary in some provinces, and has already been provided for 
in Madras (1938) and the Central Provinces (1939). In Bom- 
bay the Agricultural Debtors Belief Act (1939), which has- 
recently (1941) been applied to some talukas in the province , 
provides for the establishment of Debt Adjustment Boards for 
settling debts — on a compulsory basis — according to the capa- 
city of the borrower to pay. 

Land Alienation Acts have been promoted in some pro- 
vinces as in the Punjab in order to restrict the transfer of 
land. This has, however, produced adverse reactions on rural 
credit and has led to an increase in the number of money- 
lenders exploiting the agriculturists. 

Under the Land Improvement Loans Act of 1883 and the 
Agriculturists’ Loans Act of 1884, the Government advances- 
takkavi loans to agriculturists. This system of State loans 
has never been very popular, owing to red tape and strictness, 
in recovery. 

Probably the most promising among the measures adopted 
by the State. to deal with rural indebtedness is the supply of 
credit on a ^co-operative basis through Co-operative Societies 
and Land Mortgage Banks. 


The Co-operative Movement in India 

§20. The Co-operative Acts of 1904 and 1912.— The idea of 
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of using co-operation as a means of fighting rural indebtedness 
in India and supplying cheap credit to the fanner was first 
suggested by Frederick Nicholson, a Madras civilian, who had 
made a special study of agricultural and other land banks in 
Europe. In his Beport (1895-7) he pleaded powerfully for 
the introduction of co-operative credit societies on the lines 
of the well-known Raiffeisen societies in Germany. Mainly 
as a result of this, the Oo-operative Credit Societies Act was 
passed by the Imperial Legislative Council in 1904. It pro- 
vided for the formation of credit societies (rural and urban) 
only, and postponed all forms of non-credit co-operation. Any 
ten or more persons could apply for registration and form 
themselves into a credit society, if all of them were from 
the same village, or the same caste or tribe, or from the 
same town. In the case of rural societies unlimited liability 
was the rule; in the case of urban societies the matter was 
left to the option of the society. All profits had to be carried 
in the case of the rural societies to the reserve fund, urban 
societies being required to carry only one-fourth of the profits 
in this way. The societies were to raise the required work- 
ing capital by entrance fees paid by members, shares (there 
being limitations on thb ' value of an individual member’s 
shares), deposits from members and loans from outside, and 
were to distribute the funds so raised among members only. 
Registrars were appointed in all provinces to exercise super- 
vision over the organization and to control the movement. 
The Government reserved certain powers for itself such as 
compulsory audit, and dissolution of a society, if necessary, 
by the Registrar. To encourage the movement the Govem-j 
ment offered certain concessions and privileges to the societies 
registered under the Act, such as exemption from income-tax, 
stamp duties and registration fees, priority over the ordinary 
creditors of a member and the grant to a new society of 
limited loans free of interest for the first three years. 

In every province, the movement showed remarkable pro- 
gress. In 1912, fresh legislation was passed. The new Co- 
operative Societies Act of that year recognized non-credit 
forms of co-operation affecting purchase, sale, production, in- 
surance, housing, etc. It also recognized central societies 
such as (i) Unions, consisting of primary societies fear mutual 
oontrol and credit, (ii) Central Banks, consisting partly of 
societies, and partly of individuals formed for financing pri- 
mary credit societies, and (iii) Provincial Banks, consisting 
of individuals (societies were later admitted) to supply finance 
<to the whole movement in the province, ordinarily through 
ii— a 
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the agency of Central Banks. The Act of 1912 gave a fresh 
impetus to the co-operative movement, and a number of 
societies for the sale of produce, cattle insurance, milk supply, 
yarn, silk and manure purchase, retailing of farm implements 
and common necessaries (consumers’ stores) were started and 
prospered. The Maclagan Committee, appointed' by the 
Government in 1914 (October) to review especially the finan- 
cial aspects of the movement, made several useful recommen- 
dations which have largely determined the organization of 
co-operative finance in the various provinces. Under the Re- 
forms of 1919, co-operation became a provincial transferred 
subject under the care of a minister. Some of the provinces 
like Bombay, Madras, Bihar, Orissa and Bengal have passed 
separate Co-operative Societies Acts, mainly based upon the 
framework of the All-India Act of 1912. In recent years, 
owing to the fall of agricultural prices and economic depres- 
sion the movement has been passing through a critical stage, 
and this has focussed public attention on its major defects, 
such as ignorance, on the part of members, of true co-operative 
principles, inefficient management, laxity of internal control, 
unpunctual payments and large overdues. The Government 
should make a determined effort to remove these defects, 
enlisting all possible help from the non-official leaders of the 
movement. 

§21. Statistics relating to the co-operative movement. — The 

latest available statistics (for the year 1940-1) relating to the 
co-operative movement in India are as follows : The total 
number of Co-opetative Societies was 142,512. Of these 
123,976 were Agricultural Societies, 17,459 non-Agricultural 
Societies, 611 Central Societies (including Provincial and 
Central Banks and Banking Unions) and 466 Supervising and! 
Guaranteeing Unions. In the same year, Madras had 14,409 
societies; Bombay 5,298; Sind 1,329; Bengal 40,384; Bihar 
8,287; Orissa 2,715; the United Provinces 16,850; the Punjab 
26,060; the Central Provinces and Berar 4,939; Assam 1,535; 
the North-West Frontier Province 944; Delhi 396; and Ajmer- 
Merwara 759. The movement has made a fair amount of 
progress in some of the Indian States as well. The number 
of members of primary societies in the year 1940-1 was: 
6,400,359, and the total working capital amounted to 
Rs. 109*33 crores. While these figures indicate substantial 
progress, there is still much scope for further extension in view 
of the large size and population of the country. Not more 
than 10% of the credit needs in rural areas even in advanced 
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provinces like Bombay are being met at present through the 
co-operative agency. 

§22. The constitution and working of a primary agricultural 
credit society. — Since the primary agricultural credit societies 
represent about 90% of the total number of societies, we may 
further examine their organization, management and working. 

We have already pointed out that any ten persons from 
the same village can form themselves into such a society. 
The membership must not exceed one hundred in number. 
This is to ensure close supervision and mutual control. Liabi- 
lity is unlimited. This exercises an educative influence on 
the members by stimulating mutual control, and improves 
■the credit of the society by inspiring confidence amongst its 
outside creditors. The management is democratic and hono- 
rary. It is entrusted to (i) a General Committee consisting 
■of all members, which elects members of the Managing 
Committee and adopts the annual balance sheet; and (ii) a 
Managing Committee, which conducts the routine and exe- 
cutive business of the society and admits new members. 
There is also a paid Secretary. The working capital is drawn 
from two sources : (i) internal, comprising entrance fees, depo- 
sits by members, share capital (if any), and the reserve fund 
of the society; (ii) external, comprising loans and deposits 
from other societies, from the Government, and, most im- 
portant of all, from the central financing agencies like the 
■central and provincial co-operative banks. Under the Reserve 
Bank of India Act (1934) the provincial co-operative banks 
can be assisted by the Reserve Bank by way of extending to 
them discounting and loan facilities for short periods not ex- 
ceeding three months. Since the internal sources, especially e 
deposits by members, are not well developed, external sources 
of capital hold a dominant position in co-operative finance 
today. Loans are advanced usually for productive objects, 
i.e. for buying seed, cattle, manure and meeting other needs 
of the agriculturist, such as payment of rent or land revenue. 
Loans for unproductive purposes, such as ceremonial expenses, 
are theoretically not permissible, but they are necessary for 
preventing the ryots from falling into the clutches of the 
money-lenders. The time of repayment is fixed so as to enable 
the members to return their loans after the crops are harvested. 
Punctual payment is essential, postponement being granted 
only in exceptional circumstances. 

The main cooperative security is that offered by the honesty 
and character of -the borrowing member. Material security 
in the shape of land is also accepted as collateral security. 
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The borrowing member has to furnish sureties, usually from 
among the members. 

Profits after meeting all expenditure are carried to the 
Reserve Fund, but the Act of 1912 permits distribution of 
dividends on share capital, if any, and a certain amount of 
expenditure on charity and education. Disputes between the 
society and its members are settled by arbitration. The Regis- 
trar can dissolve a badly managed society after an inquiry 
into its affairs. 

§23. Benefits and limitations of the co-operative movement. — 

The co-operative movement in India has conferred substantial 
benefits on the country. It has, for instance, made cheaper 
credit available to the agricultural and artisan classes, and 
much saving in respect of the interest paid by them has thus- 
been effected. The money-lender’s monopoly has been broken- 
in many a village. With the progress of co-operative banking,, 
the hoarding habit has received a welcome check. Agri- 
culture has benefited in a variety of ways. The movement has 
promoted the organization of agriculture on a co-operative 
basis (as in Denmark), supplying the various needs of the 
peasant. It has also helped the Agricultural Departments- 
in popularizing improved seed, cattle and implements. The 
multi-purpose society combining in itself the supply of credit, 
marketing of produce and purchase of agricultural and other 
requisites, is now being introduced in several provinces and 
promises to bring about a speedier amelioration of agricultural 
economy. Co-operation thus bids fair to assist the farmer 
to realize the ideal of ‘better farming, better business and 
better living’. 

Societies started for special rum-agricultural purposes , 
such as Urban Banks (organized on the lines of the Schulze- 
Delitzsch Banks in Germany), weavers’ and artisans’ societies, 
factory workers’ and salaried employees’ societies, housing 
societies and consumers’ stores, are also doing useful work, 
though as yet on a small scale, in their respective fields. Co- 
operation is proving most helpful to cottage industries such 
as the hand-loom weaving industry. 

Apart from economic or material benefits, co-operation has- 
also conferred certain intellectual and moral advantages. As 
Sir Malcolm Darling says : ‘Litigation and extravagance, 
drunkenness and gambling are all at a discount in a good co- 
operative society and in their place will be found industry, 
self-reliance, and straight dealing, education and arbitration 
societies, thrift, self-help and mutual help.’ The co-operative 
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society may be regarded as a nursery for training in self- 
gpvernment and the duties of citizenship. 

We must, however, realize that all these advantages — 
moral and educational as well as purely economic — have been 
secured only on a very small scale. We have already referred 1 
to certain defects in the working of the co-operative societies, 
such as unpunctuality of payments, inefficient control, large 
overdues, etc. There is in many cases very little true co-ope- 
ration, and often a mercenary view of the society is taken 
by its members. The ignorance an'd illiteracy of the rural 
population are the greatest obstacles to the success of co- 
operation in India. The movement is at present passing 
through a healthy phase of criticism, which has been appre- 
ciably assisted by the Statutory Beport issued (1937) by the 
Beserve Bank of India on the subject of agricultural credit 
and the recent (1941) review of the co-operative movement in 
India by the same institution, and there is a keen desire both 
in official and non-official quarters to remedy the various defects 
and strengthen it, even if the progress is slow. Accordingly 
the co-operative movement is being rectified and consolidated 
and increasing attention <is being paid to co-operative training. 
It has been well said by the Agricultural Commission that ‘if. 
co-operation fails there will fail the best hope of rural India’, 
§24. Land Mortgage Banks. — The experience gained since- 
the introduction of the co-operative movement in 1904 has! 
shown that the credit societies, as well as the Central and. 
Provincial Banks, can supply only short-term credit. But 
long-term credit is essential for the redemption of old debts, 
(which carry a heavy burden of high interest rates), for effect- 
ing permanent improvement of the land and generally for 
introducing better agricultural methods. It is now fully- 
realized that these needs can be met only by a special type- 
of banking institution, namely the Land Mortgage Bank, 
organized largely on co-operative lines to suit the requirements: 
of small farmers and actively helped by the State. Such 
Land Mortgage Banks already exist in several provinces such 
as the Punjab, Bengal, the Central Provinces, Bombay anct 
Madras. The last mentioned province has shown remarkable 
progress and had to its credit over 120 Land Mortgage Banks: 
in 1940-1 : the total number of such banks in India being 252. 
The increase in the burden of rural debts owing to the fall 
of agricultural prices in recent years and the cheap rates at 
which money can be raised today by the issue of long-term! 
debentures (bonds) against the security of land by the Central 
Land Mortgage Banks have given a further stimulus to the: 
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starting of such banks. For instance, the Bombay Govern- 
ment has already established seventeen such banks in the 
various parts of the province. A Provincial Land Mortgage 
Bank has also been established at Bombay, as in Madras 
province, to facilitate the issue of land-mortgage debentures. 
Apart from debentures, Land Mortgage Banks raise funds by 
the issue of share capital and by inviting long-term deposits. 
Loans are given against the security of land for long periods 
varying from 10 to 30 years for the redemption of old debts, 
purchase of costly agricultural implements, and purchase and 
improvement of land. 

The State (i.e. the Provincial Government) helps these 
■banks in various ways. In most provinces the Government 
guarantees the principal of and interest on land-mortgage 
debentures. It also agrees to buy a certain amount of such 
•debentures, and lends free the services of its revenue officers 
for the correct valuation of land, which is - necessary before 
advancing loans to the members of the Land Mortgage Banks. 
Land-mortgage debentures have been declared as trustee secu- 
rities for the investment of trust funds. 

'.‘For big zamindars, as in Bengal and the United Provinces, 
'commercial Land Mortgage Banks, organized on joint-stock 
lines, might be started, as recommended by the Central Bank- 
ing Enquiry Committee. 

State Aid to Agriculture 

§25. The evolution of the Agricultural Departments.— We 

have already referred to the efforts of the Agricultural Depart- 
ments to improve agriculture. We shall now give a further 
account of the relation of the Government to agriculture. The 
necessity of improving the cultivator’s position and the agri- 
cultural system has been definitely recognized by the State 
for a long time. As a result of the recommendations of the 
Famine Commission (1880) Agricultural Departments were 
•established in the various provinces under Directors, Deputy- 
Directors, Superintendents and Overseers in 1884. A stimulus 
was given to the work of these newly started departments 
by the visit of Dr Voelcker, Consulting Chemist to the Boyal 
Agricultural Society, who was sent to India in 1889 by the 
Secretary of State to report and advise on our agricultural 
practice from the modern scientific point of view. In his 
Report, Dr Voelcker emphasized the value of agricultural 
education and improvement. An Agricultural Research Insti- 
tute was established at Pusa in 1903 together with a college 
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for more advanced training and special short practical courses. 
This Institute was recently (1936) shifted to New Delhi. Ini 
1905 certain improvements were introduced in the organiza- 
tion of the Departments and larger funds were provided for 
agricultural experiments, research, demonstrations and instruc- 
tion. The Agricultural College at Poona was started in 1908,. 
and in subsequent years similar colleges were established at. 
Cawnpore, Nagpur, Lyallpur, Coimbatore and Mandalay. The 
Agricultural Departments were strengthened by the appoint- 
ment of agricultural engineers who were to give the necessary 
advice to the cultivators as regards agricultural machinery 
and its installation. An All -India Board of Agriculture was 
founded in 1905 in order to bring the provincial departments, 
more into touch with one another and to discuss questions 
of common interest at their annual meetings, and make recom- 
mendations to the Government of India. The latter’s control 
over Provincial Governments has been considerably relaxed! 
since 1921, when Agriculture became a transferred subject 
under a minister. On the recommendation of the Boyal Com- 
mission on Agriculture (1928) a big step forward was taken 
in 1929 (July) when the Imperial Council of Agricultural 
Research was established. At the same time the advisory 
functions of the Agricultural Adviser to the Government of 
India were transferred to the newly created Council. The 
establishment of the new central and provincial marketing, 
organization has already been referred to. The Agricultural 
Departments are assisted and their work supplemented by 
the Co-operative Department and by certain bodies like the- 
District Agricultural Associations, Village Uplift Committees, 
and Taluka Development Associations as in the Bombay 
province. 

§26. Work of the Agricultural Department. — The provincial 
Departments of Agriculture carry on (i) experiment and 
research on agricultural farms and laboratories; (ii) organize- 
propaganda work to demonstrate and secure the adoption of 
new methods and improved implements, the introduction of 
new manures, production and distribution of pure seeds and 
improved varieties of crops (e.g. cotton, wheat, rice, sugar- 
cane, etc.); and (iii) control agricultural education imparted in- 
agricultural colleges and schools. Useful work is also being- 
done on certain fundamental problems of agricultural chemis- 
try, soil improvement and control of agricultural pests. The- 
demonstrations given by the department are conducted on 
Government farms' or the fields of cultivators. Agricultural 
and cattle shows, and exhibitions are also arranged from time- 
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to time. We have already referred to the work of the Veteri- 
nary Department. Lack of adequate funds, the vast areas 
over which the work has to be carried on, the red-tapism 
inseparable from all Government activities, and the conser- 
vatism and illiteracy of the rural masses are some of the 
obstacles in the way of rapid improvement. These &re, how- 
ever, being gradually overcome. 

In this connexion, we may refer to the work being done 
by the Imperial Council of Agricultural Besearch whose main 
duty is to promote, guide and co-ordinate agricultural research 
work throughout India and thus extend help to the provincial 
Departments of Agriculture in agricultural and veterinary 
matters. The Council consists of a Governing Body and an 
Advisory Board. The Council spent more than a crore of 
rupees, received as grantB from the Government of India, 
during the first six years of its existence on research in agri- 
culture and promoted various useful schemas of agricultural 
development. Those concerning the sugar industry and the 
improvement of the agricultural marketing organization 
deserve special mention. 

§27. Indian agriculture daring the present war.— On the whole 
the Indian agriculturist has not benefited so far by the pre- 
sent war. Although initially prices rose, the loss of the 
Continental market and more recently of the Japanese and 
other Far Eastern markets has depressed the prices of agri- 
cultural staples like cotton and oilseeds. On the other hand 
the cutting-off of imports of rice from Burma and of wheat 
from Australia and the transport difficulties in the country 
itself have created a shortage of food-grains for the population, 
which is much bigger than during the last war. To meet 
the situation thus created a ‘Grow More Food’ Campaign has 
recently (1942) been launched by the Government, who have 
further undertaken to take suitable measures, including pur- 
chases in the open market, if necessary, with a view to sustain 
prices of food-grains. 

§28. Village uplift. — As the Agricultural Commission truly 
remark, ‘no substantial improvement in agriculture can be 
effected unless the cultivator has the will to achieve a better 
standard of living and capacity in terms of mental equipment 
and physical health, to take advantage of the opportunities 
which science, wise laws and good administration may place 
at his disposal’. The demand for better life can be stimu- 
lated only by a deliberate and concerted effort to improve the 
general conditions of the countryside where the great majority 
of the people live. The responsibility for initiative in this 
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matter rests with the Government. What is required is an 
organized and sustained effort by all those departments (e.g. 
the Revenue, Forest, Agricultural, Co-operative, Educational, 
Public Health, Industries and Public Works Departments) 
whose activities touch the lives of the rural population. The 
sympathy, interest and active support of the general public 
are also essential. Mere isolated efforts by a few enthusiastic 
and high-minded officials like Mr F. L. Brayne, I.C.S. (whose 
name is associated with the famous experiment in rural uplift 
in the Gurgaon District of the Punjab) cannot achieve any 
permanent results. A widespread campaign for rural uplift 
has recently been started in many provinces in India especially 
after the assumption of office by the Congress Party about 
the middle of 1937. Special mention may be made of the 
scheme of village uplift initiated in Bombay in 1933 by Sir 
Frederick Sykes as Governor of Bombay. The scheme is 
based on the co-operation between officials and non-officials 
working through a series of village, taluka and district com- 
mittees. Agricultural improvement, rural industries, rural 
sanitation, education, housing and rural amenities are the 
main objectives of the spheme. A further big step forward 
was recently (1939) taken by the Congress Ministry of Bom- 
bay. The Registrar of Co-operative Societies and Director of 
Rural Development has been placed in charge of village 
uplift activities which are in due course expected to reach 
every village under the guidance of specially trained men. 
The Government of India has also interested itself in the 
countrywide movement for rural reconstruction, as may be 
seen from the grants to the provinces of over two and a half 
crores of rupees for village uplift made during the years 1935-7. 
We may here point out that although the efforts now being 
made for village uplift deserve nothing but praise, the rural 
problem cannot be solved by itself. A simultaneous effort to 
promote the industrial and general economic development of 
the country is also necessary. 

Land Revenue in British India 

§29. Land revenue history. — (i) Hindu period . — From very 
ancient times the State in India has claimed a share of the 
produce of the soil from the cultivators. According to the 
Laws of Manu the king was entitled to receive one-sixth of 
the gross produce, j.e. of the grain heap on the threshing- 
floor, and a higher proportion (one-fourth) in times of war 
and emergencies. Land revenue was paid in kind, but pey- 

h— 9 
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ments in money were gradually introduced, especially after 
the establishment of Mohammedan kingdoms. 

(ii) Mogul period . — The Moguls did not introduce any 
fundamental changes in the ancient revenue system of the 
Hindus, but merely reduced the Hindu customs to a coherent 
system and introduced regular records and revenue accounts. 
In this connexion special mention may be made of the famous 
Settlement made under Akbar by his able finance minister, 
Todar Mai. Land was carefully measured and divided into 
four classes, the Government’s share being fixed at one-third 
of the gross produce. The term of the Settlement was fixed 
at nine years. Similar developments took place in the Deccan. 

An important and unfortunate change in the land revenue 
system and tenure was introduced by the appearance of revenue 
farming in the declining days of the Mogul Empire. Under 
this system, the task of collecting revenues was assigned or 
farmed to certain contractors (revenue farmers) who paid to 
the Government nine-tenths of the whole collections and kept 
the rest as their remuneration. Gradually these contractors 
consolidated their position and acquired superior hereditary 
rights to land. The actual cultivators were much oppressed 
under this system, and the net result was seen in the increas- 
ing complexity of land tenures and rights, and departure from 
the former revenue practices, more particularly in Bengal, 
where the revenue farmers assumed zamindari rights. 

(iii) British period . — The task of the British administra- 
tors was thus made difficult, and at first mistakes were made. 
Many years had to pass before a tolerable system was evolved 
for the various provinces. The early confusion was worse 
confounded after the grant of Diwani in 1765 to the East 
India Company owing to Clive’s Dual Government system. 
This was abolished in 1772, and after several experiments 
the famous Permanent Settlement of Bengal was introduced 
m 1793 by Lord Cornwallis. The zamindars were recognized 
as landlords and the State demand on them was fixed in 
perpetuity. The results of the new Settlement were not very 
happy. At first the zamindars were unable to pay the heavy 
State demand of revenue, and the tenants were greatly op- 
pressed. Laws had to be passed in 1859 and 1885 protecting 
the rights of the tenants and preventing their being rack- 
rented and evicted arbitrarily from their holdings. The early 
policy of Permanent Settlement, which was extended to 
Benares in 1795 and to certain parts of North Madras, was 
soon afterwards (1820) abandoned. Subsequent land settle- 
ments in the various provinces in India were thus effected 
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on a temporary basis (Temporary Settlements) for periods 
varying from twenty to thirty years. Thus the settlements 
with the talukdars in Oudh, the malguzars in the Central 
Provinces, the village communities (mahals) in the Punjab 
and in the North-Western Provinces (United Provinces) as 
also with the ryots in Madras, Bombay and Berar were 
effected on a temporary basis. 

§30. What is a settlement? — What is called a ‘settlement’ 
of land revenue consists of the determination of (i) the share 
of the produce or the rental to which the State is entitled; 
(ii) the person or persons liable to pay it; and (iii) the record 
of all the private rights and interests in the land. In order 
to determine the assessment of revenue there is a valuation 
of the land, the ascertainment of revenue rates according 
to the various classes of land, and the totalling up and adjust- 
ment of them in the various circles and groups of villages. 
This gives the sum payable by the estate or holding. Land 
revenue is collected in instalments, and suspension and remis- 
sion are granted in case of partial or total failure of crops 
and agricultural distress in general. The different bases for 
assessing land revenue adopted in the various provinces are 
considered below. 

§31. Permanent versus Temporary Settlements.— Land reve- 
nue settlements, as pointed out above, fall into two classes 
according to their duration : (i) Permanent Settlements where 
the share of the State is fixed in perpetuity, as in Bengal, 
North Madras and Benares; and (ii) Temporary Settlements 
where the revenue demand is fixed temporarily for a certain 
period. This period is thirty years in Bombay, Madras and 
the United Provinces, twenty years in the Central Provinces, 
and forty years in the Punjab. 

At one time there was much controversy regarding Per- 
manent versus Temporary Settlement in India. The late 
B. C. Dutt (1900) advocated its extension all over India and 
Lord Curzon, on behalf of the Government of India, opposed 
it. In favour, of the Permanent Settlement it is argued that 
it ensures a stable revenue to the State at a moderate cost of 
collection and promotes agricultural improvement and pros- 
perity. It is also free from the evils associated with Temporary. 
Settlements, such as harassment of the cultivator at the time 
of revision, the expensive machinery required for re-settlement, 
impediments to industry and improvements, and concentration 
of power in the hands of revenue officials. 

On the other hand, the most serious drawback of Per- 
manent Settlement is the State’s sacrifice of all prospective 
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increase of revenue from land. This has been one of the 
important causes of the financial embarrassment of Bengal. 
It has also been argued that the Permanent Settlement has 
created evils of absentee landlordism, and the State has had 
to undertake special legislation to protect the tenants. It 
has further been pointed out that the machinery of Temporary 
Settlements has now been greatly improved and much of the 
work connected with them, such as classification of land, is 
permanent. Moreover, private improvements are protected 
against enhancement of assessment, and suspension and revi- 
sion are granted when necessary. It is claimed in short that 
the present-day Temporary Settlements achieve a happy com- 
promise between the legitimate claims of the State and the 
rights and convenience of the agriculturists. Non-official 
opinion today is reconciled to them and seeks to further 
improve them by securing a longer period of settlement (as 
in the Punjab Land Revenue Amendment Act) and a moderate 
assessment and by providing for legislative control of land 
revenue administration. 

The controversy regarding the Permanent Settlement was 
recently reviewed by the Floud Land Revenue Commission, 
Bengal (1938-40), which has by majority recommended the 
purchase of all zamindari rights in Bengal by the State and 
direct dealings with cultivators by the State. The financial 
difficulties raised by this proposal and the opposition of vested 
interests are obstacles in the way of early adoption of the 
plan of State purchase. 

§82. Three main kinds of Settlements. — Settlements may 
also be classified according to the system of tenure (i.e. the 
way in which land is held). There are three main kinds 
of land tenure in India : (i) Zamindari, where one person 
or a few joint owners own a large estate and are responsible 
for the payment of land revenue in a lump sum on the whole 
estate, as in Bengal; (ii) Mdhahoari tenure, where the village 
estates are held by co-sharing bodies whose members are 
jointly and severally liable for the land revenue, as in Agra 
and partially in the Punjab; (iii) Ryotwari tenure, where 
land is held in single independent holdings owned severally, 
though aggregated locally in villages, the individual holders 
being severally responsible for the payment of the land revenue, 
as in Bombay, Madras and Berar. 1 

Corresponding to the three main kinds of land tenures 

1 We have already referred to the two main types of villages in India, the 
Joint or Landlord village and the Ryotwari or Severalty village— see oh. ii, (8. 
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and influenced by them, there are three main kinds of Settle- 
ments (Baden-Powell), namely : 

(i) Zamindari Settlements for Bingle estates under one 
landlord, either on a permanent basis as in Bengal, North 
Madras and Benares, or on a temporary basis as in the case 
of the talukdars of Oudh (and a few zamindars in Bengal). 
The cultivation of land is done by tenants who pay rent to 
the landlord. 

(ii) Mahalwari Settlements for estates of proprietary 
bodies, usually village communities as in the United Provinces 
and the Punjab. The settlements with malguzars in the 
Central Provinces are officially included in the above class. 
In the Punjab there is no considerable body of tenants, and 
about half the land (including land in the new Canal Colonies) 
is held and cultivated by peasant proprietors. Though theo- 
retically revenue is collected here not from individual culti- 
vators but from joint holders of village estates who are jointly 
and severally responsible for it, in practice the share of revenue 
due from each is distributed and can be recovered separately. 
The Punjab peasants are, therefore, generally in the same 
position as peasant proprietors in Bombay and Madras. 

(iii) Ryotwari Settlements for individual occupancies or 
holdings, e.g. in Madras, Bombay and Berar. The settle- 
ments in Assam and Coorg are in principle ryotwari -though 
not officially so called. 

§33. Basis of assessment. — In all mahalwari systems (includ- 
ing the Punjab), land revenue is technically said to consist 
of a fraction of the net assets of the estate as annually 
received. These assets mainly consist of the total rents 
actually received, calculated rental value in the case of lands 
held by the proprietors themselves, and certain miscellaneous 
profits from waste lands, fruits and wild produce. The frac- 
tion claimed by the Government has varied from time to time. 
It was very high in the beginning; it was reduced to 66% 
in 1833; under the Saharanpur Buies of 1855 it was further 
reduced to about 50%; and according to official claims the 
actual fraction realized in most .cases is well below the theore- 
tical maximum of 50%. In the Punjab, the fraction has 
recently (1929) been reduced to 25% of the net assets. In 
Madras, the theoretical basis of assessment is the value of 
the net produce of land (i.e. gross produce minus expenses 
of cultivation). About half of this is fixed as the maximum 
land revenue. Ip Bombay, and also in Berar, there is no 
definite theoretical- basis of. assessment. The system is of 
an empirical character, and revenue rates depend upon certain 
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general economic considerations, etc. In recent years, how- 
ever, the rental value, as ascertained by records of leases 
and sales, was in practice being adopted as a basis of assess- 
ment. The Bombay Land Bevenue Code Amendment Act 
(1939), while recognizing the general considerations,, directs 
that the assessment rates shall not exceed 35% of the rental 
value (see §37 below). In Sind assessment rates depend 
upon irrigation and not upon rainfall, which is negligible. 
The period of settlement is also shorter than in Bombay pro- 
vince. 

§34. State landlordism. — Two of the most controversial ques- 
tions relating to land revenue in India are : (i) whether there 
is State ownership or individual ownership, and (ii) whether 
land revenue is a tax or rent. As regards the question of 
Stale ownership of land, the opinion generally held is that 
the State never claimed exclusive proprietary right over land 
in the pre-British period, and therefore the British cannot 
be said to have succeeded to any such claim. In fact the 
existence of private property was definitely recognized under 
both Hindu and Mohammedan rule. In the eighteenth cen- 
tury, when the Mogul Empire broke up, the various usurping 
Governments did, however, claim to be the owners of the 
soil. The British Indian Government has everywhere recog- 
nized or conferred a private right in land, and in large areas 
of the country (e.g. Bengal, Oudh and the whole of Northern 
India) it has expressly declared the proprietary rights of the 
landlords and village owners. Even in the ryotwari provinces 
like Bombay the position of the ryot or ‘occupant' is not 
essentially different from that of the zamindar, and he exer- 
cises all the rights of a proprietor so long as he pays the 
revenue assessment. We may also refer here to another view, 
namely, that the Indian conception of land tenure is a com- 
promise between the English theory of absolute property in 
land and the other extreme of State ownership. 

§35. Land revenue : tax or rent?— If private ownership of 
land is granted it follows logically that the land revenue is 
a tax and not a rent. The whole question is highly compli- 
cated and does not admit of a definite answer one way or the 
other. The controversy is, however, a profitless war of words, 
since no question- of actual practical policy at present in debate 
seems to depend upon how it is settled. It is sometimes said 
that if we admitted State landlordism we should also have 
to admit the right of the State to exact the full economic rent. 
But this is a consequence which we cannot escape in any case 
because it is a universally accepted maxim of taxation that 
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theoretically the whole of the economic rent may be absorbed 
in taxation without hurting the taxpayer, provided that the 
economic rent can be separated from wages, profits and in- 
terest. It is also generally agreed that in considering the 
incidence of taxation, land revenue should be regarded as a 
tax. It would however be an act of political wisdom if the 
Government were to declare in unmistakable terms that it 
fully recognizes private property in land and abandons all 
pretensions to universal landlordism. 

§36. Ricardian theory in relation to the land revenue in India. 
— As we have seen, the principles governing assessment vary 
from province to province so far as their formal statement is 
concerned. The general claim of the Government, however, 
is that in the net result, the land revenue forms everywhere 
in British India a certain moderate proportion of the economic 
rent. This is clearly not the case if we take into account 
the large number of uneconomic holdings in India. Here 
the land tax is an appropriation of the bare minimum of sub- 
sistence left to the cultivator. Elsewhere also, pure or true 
rental value cannot be accurately determined, since owing to 
the pressure on land and the lack of alternative occupations 
the actual rents paid by competing tenants are likely to be 
higher than the true economic rent of land. Economic neces- 
sity is further strengthened by the traditional sentiment in 
favour of investment in land. The economic rent in the 
Bicardian sense therefore bears no definite relation to the 
assessment, though we cannot at the same time say that in 
every case land revenue falls on the income earned. 

§37. Need for reform. — There is, however, a strong case for 
lowering the standard revenue rates, say to 25% of the annual * 
value of land as suggested by the Indian Taxation Enquiry 
Committee of 1924-5. By annual value they mean the gross 
produce less cost of production, including the value of the 
labour actually expended by the farmer, and his family, and 
the return for enterprise. It is also desirable to bring under 
legislative control the process of revising the land revenue 
assessment, as in the Punjab where legislation was passed in 
1928-9 extending the term of assessment to forty years, and 
fixing the share of the Government at 25% of the net assets. 
Legislation similar in principle has also been passed in the 
United and Central Provinces. In Bombay a Bill to amend 
the Land Revenue Code was recently (1939) placed on the 
Statute book. It, prescribes a thirty-year period of settlement 
and a definite prbcjsdure for land assessment, which is not to 
exceed 35% of the rental value of land, lays down maximum 
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limits to the increase in the assessment and protects private 
improvements. 


SUMMAEY 

Agricultural Production 

Agriculture holds a dominant position in our economic life, nearly 70% 
of the population being dependent on the land for their livelihood. It is, 
however, in a depressed condition and needs much improvement in order to 
promote rural prosperity. 

Agricultural production in India covers a wide range of crops . Food 
crops like rice, wheat, barley, millets, pulses, and sugarcane are the leading 
crops. There has, however, been a certain tendency for non-food crops like 
oil-seeds, cotton and jute to encroach on the food crops owing to the high 
prices and ready sale they have commanded until recently in the world 
markets. Different provinces and tracts specialize in the different crops 
according to their climatic and soil conditions. Thus Bengal, Bihar, and 
Madras specialize in rice; the Punjab and the United . Provinces in wheat; 
Madras, Bombay and Berar in millets (jowar and bajra); the United Pro- 
vinces, the Punjab and Bihar in sugarcane; the United and Central Provinces, 
and Bihar in oil-seeds; Bombay, the Central Provinces and the Punjab in 
cotton; Bengal in jute; Southern India in tea, coffee, spices and condiments; 
Assam in tea. 

The yield of the land per acre in India is very low in comparison with 
•other countries. It is, however, capable of being increased by the adoption 
■of intensive methods of cultivation. 

Land and its Problems 

One of the serious handicaps of the Indian agriculturist is the endless 
subdivision and fragmentation of holdings , many of which are uneconomic. 
Their cultivation entails great waste. They hinder agricultural reforms and 
give rise to boundary disputes. The evil has been attributed to the Hindu 
and Mohammedan laws of inheritance and succession, but is in the last 
resort traceable to the increasing pressure on land due to the growth of 
population and lack of alternative occupations. Attempts are being made to 
deal with this problem on a voluntary basis, as also by the method of legal 
compulsion. A certain amount of success has attended the interesting experi- 
ment in the Punjab of consolidation pf scattered holdings on a co-operative 
basis. Legal compulsion does not appear to be a suitable method in the 
peculiar conditions of India. 

Irrigation is an imperative need of Indian agriculture especially in rainless 
deserts like Sind and precarious tracts like the Deccan, and has in various 
forms been practised from time immemorial. 

Wells, tanks and canals are the principal kinds of irrigation works in 
India. Canals are of three types: inundation canals, as in the Punjab; 
perennial canals, as in the tJnited Provinces and, recently, in Sind and the 
Punjab; and storage works as in the Deccan. Government irrigation works 
{mainly canals and to some extent tanks, especially in the Madras Presidency) 
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are either productive (i.e. which pay their way within ten years of their com- 
pletion) or unproductive, i.e. not directly remunerative but urgently needed 
to protect precarious tracts like the Deccan from famines and drought. 

The Government in the past largely concentrated on the former, but 
is now devoting greater attention to the latter. Irrigation activity has 
greatly increased in the various provinces since the subject of irrigation was 
transferred to the provinces under the Beforms of 1919. Big schemes like 
the Bukkur Barrage, the Sutlej Valley project, and the Cauvery Beservoir 
and Mettur project, the Nizamsagar project, the Lloyd Dam have been 
launched and are well under way. 

The Canal Colonies in the Punjab are an arresting feature of irrigation 
in that province and have largely contributed to its prosperity. The principal 
colonies are Lyallpur, Shahpur and Montgomery. 

Labour, Equipment and Organization 

The Indian cultivator shows a curious combination of conservatism and 
prejudice with patience and hard work on the one hand, and on the other, 
of improvidence- with frugality. An improvement of his environment through 
rural education, better sanitation and communications in rural areas, and 
a keener interest in land by zamindars is needed to make him a more 
progressive and efficient farmer. 

The Indian agriculturist for the most part follows extensive methods 
of cultivation. His salvation' lies in adopting intensive methods of culti- 
vation as in China and Japan. For this purpose, irrigation, rotation of 
crops, increased application of manure, supply of pure seed, improved imple- 
ments and cattle are essential. The present position in all these respects is 
not satisfactory though, thanks to the efforts of the Agricultural Depart- 
ment, a certain amount of improvement is taking place. 

The two most important problems of agricultural organization relate to 
(i) subsidiary rural industries, and (ii) marketing of agricultural produce. 

(i) Subsidiary industries . — In the absence of subsidiary industries to 
fill up his spare time during the slack agricultural season and to supple- 
ment his small income < from land, the cultivator's economic position is 
very weak. The provision of supplementary industries suitable to the various 
rural areas — such as dairy-keeping, poultry-farming, fruit-growing, sericulture, 
rope-making — is urgently needed. Hand-spinning is useful but not sufficiently 
remunerative. 

(ii) The present system of agricultural marketing is very defective and 
does not operate to the best advantage of the cultivator, who is handicapped 
by his indebtedness, illiteracy, defective rural communications, lack of uni- 
formity of weights and measures, lack of storage facilities, and the many 
unauthorized deductions from the price he receives in the unregulated markets. 

Marketing of agricultural produce through co-operative sale societies and 
the establishment of regulated markets, which provide for the safeguarding 
of the cultivator's interest through market committees on which he is repre- 
sented, are proving very useful. 

The Central and Provincial Governments are evincing keen interest in 
this matter and have recently arranged for marketing surveys through a special 
agency of marketing experts and officers. 
ii— 10 
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Bubal Indebtedness 

Agricultural indebtedness, which is estimated at present at Bs. 1,200 crores 
in British India alone, is a serious problem of the rural economy of India. 
The main causes of the indebtedness of the peasant are: excessive pressure 
on land, uneconomic holdings, insecurity of harvests, loss of cattle due to 
famine and disease, loss through litigation, improvidence and ancestral debt. 
The system of money-lending in the changed social and economic conditions 
of today has also contributed to the growth of rural indebtedness. 

The Government has since the seventies of the last century adopted various 
measures to tackle the problem of rural indebtedness, such as improvement 
of the Civil Law regarding rural debts, anti-usury laws, regulation and regis- 
tration of money-lending, scaling down of debts either on a voluntary or 
compulsory basis through the machinery of Debt Conciliation Boards or other- 
wise, restrictions on the transfer of land, grant of State loans ( takkavi ), and 
provision of credit through Co-operative Societies and Land Mortgage Banks. 

The Co-operative Movement in India 

The first Co-operative Credit Societies Act was passed in 1904. Rural and 
urban societies were started on the lines of the well-known Raiffeisen and 
Schulze-Delitzsch Societies in Germany. Registrars of co-operative societies 
were appointed in the several provinces, and the new movement soon struck 
root in the country. Its scope was widened by the Amending Act of 1912, 
which recognized non-credit societies, central financing societies and unions. 
The progress of the movement has been remarkable, especially since 1921 
when co-operation became a transferred subject under the control of ministers 
in the provinces. In recent yearB, however, the movement has been passing 
through a crisis partly owing to the adverse effects of economic depression 
and partly owing to certain defects in the movement itself such as laxity 
of internal control and management, and lack of co-operative spirit and 
training. 

Co-operation is, however, the only salvation of the Indian peasant and 
artisan. The rural co-operative society with its honorary services, democratic 
management and joint responsibility is very well suited to supply the small 
farmer with controlled credit on reasonable terms and also generally to make 
him a better citizen. The good work done by the credit society must be 
supplemented by a general organization of agriculture on a co-operative basis, 
as in Denmark, so as to secure fuller advantages of co-operative 'sale and 
purchase, co-operative farming, etc. In co-operation also lies the hope of 
artisans like the weavers, factory workers and depressed classes. The middle 
classes have also found co-operation very useful in dealing with their own 
problems of housing, the supply of household requisites and of credit. 

Co-operative credit societies which are financed by Central and Provincial 
Banks cannot, however, solve the problem of the supply of long-term credit 
for redemption of old rural debts, land improvement, etc. Land Mortgage 
Banks, organized mainly on co-operative lines, are neeessary to meet this 
jieed. They have already been started in some provinces. The State has 
offered them help by guaranteeing the principal of, and interest on, the deben- 
tures issued by them, and by direct purchase of such debentures. 
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The Government in India has for a long time recognized the need for 
improving agriculture and of bettering the lot of the Indian peasant. To 
this end Departments of Agriculture were started in 1884 in the various pro- 
vinces under Directors of Agriculture assisted by Deputy-Directors and Inspec- 
tors. Agricultural Colleges were also started at Poona, Cawnpore, Nagpur, 
Lyallpur, Coimbatore and Mandalay. The biggest step forward was recently 
taken on the recommendation of the Agricultural Commission by establishing 
in 1929 the Imperial Council of Agricultural Besearch, which during the first 
six years of its existence spent a crore of rupees in promoting useful research 
in agriculture and in the solution of the veterinary problems connected with 
the improvement of Indian agriculture. 

The Agricultural Departments carry on experiments on agricultural farms, 
organize propaganda work to demonstrate the value of new methods and 
implements, and control agricultural education. 

The Indian agriculturist has not so far benefited by the war. Indeed his 
lot has been adversely affected owing to the loss of the Continental and 
Japanese markets. On the other hand there is a shortage of food-grains in 
the country; hence the ‘grow more food’ campaign. 

Lastly, a comprehensive and well-sustained effort is necessary to bring 
about village uplift , which means better educational and sanitary facilities, 
improved communications and, in general, a higher standard of amenities 
and civic life in rural areas,' At present, various Provincial Governments 
have set on foot schemes of village uplift, and the Central Government has 
given a grant of over two crores of rupees for this purpose. 

Land Kevenue in British India 

From times immemorial, the State in India has claimed a share of the 
produce of the soil from the cultivators. Land revenue was at first paid in 
kind but came gradually to be paid in money, especially under the Moguls, 
who also introduced systematic Land Kevenue Settlements. This system 
however fell into disorder after the break-up of the Mogul Empire, when 
revenue-farming was introduced. This resulted in the subordination of peasant 
rights to those of the new usurpers who became zamindars, as in Bengal. 
After several experiments and mistakes, the British administration in India 
evolved a workable land revenue system. The early policy of Permanent 
Settlement, which was introduced in Bengal, Benares and North Madras, 
was supplanted by Temporary Settlements elsewhere. The Permanent Settle- 
ment has serious drawbacks, such as a rigidly fixed land revenue involving 
loss to the Government. Its main advantage, namely that it acts as a 
stimulus to agricultural improvements, can very well be secured by long-term 
settlements. 

There are three main hinds of settlement in India: (i) the Zamindari 
Settlement with landlords, (ii) the Mahalwari Settlement with village com- 
munities, and (iii) Ryotwari Settlement with individual occupants or holders 
of land. In (i) and (ii), where the land revenue is not fixed in perpetuity 
(as in Bengal), the basitf of assessment is rental value, the theoretical maxi- 
mum claimed by the Government being one half of the rental value. In the 



76 ELEMENTS OF INDIAN ECONOMICS 

Punjab, it is now one-fourth. In the ryotwari system of Madras the basis 
of assessment is the net produce, while in Bombay general economic considera- 
tions take the place of a theoretical basis, although in recent years greater 
reliance is being placed on rental value. 

There are certain controversial questions relating to land revenue in India. 
One of them is whether the land belongs to the State or is the private property 
of the zamindar or ryot. The case for the latter view is pretty strong, and 
the Government would be well advised frankly to recognize private property 
in land. The second controversial question is whether land revenue is a 
tax or rent? As the Taxation Enquiry Committee points out, it should be 
regarded as a tax. In this connexion, a third question has been raised, 
namely, how far the land revenue taken in India conforms to the Bicardian 
theory of economic rent. It will be found on examination that land revenue 
in India cannot be identified with economic rent. 

There is a strong case for lowering the land revenue and fixing it at about 
one-fourth of the annual value of the land. It is also very desirable to place 
the process of revising the assessment under legislative control. 
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INDUSTRIAL DEVELOPMENT 

General Survey 

§1. Benefits of Industrial development.— In these days we 
are all very keen that our country should become an important 
industrial nation because we expect to realize great benefits 
from such a development : 

(i) An adequate development of industries will make 
for a more even distribution of population among a variety 
of occupations and make the economic system more stable. 
For example, frequent failure of rains and famines, to which 
we are subject, will not directly affect practically the whole 
population as they do at present, but only that part of it 
which is engaged in agriculture. 

(ii) Industrialization, if properly directed, will enrich the 
nation. 

(iii) The State will benefit because of the increased tax- 
able capacity of the people. State finance will also be more 
elastic because industrialization will make possible a num- 
ber of productive taxes on other kinds of income than landed 
income. 

(iv) Industry will give scope to a diversity of aptitude 
and talent and will make the people more intelligent, alert 
and progressive. A predominantly agricultural country tends 
to be too conservative and intellectually inert. 

(v) Industrialization will open a number of new sources 
of employment and should to a large extent solve the problem 
of middle-class unemployment. 

(vi) It will also create a habit of productive investment 
and discourage hoarding. 

(vii) It is now widely recognized that industrialization has 
an important bearing on military efficiency. 

§2. Principal landmarks of recent Industrial history of India. 
— Till about the beginning of the nineteenth century, India 
could be described as both an agricultural and a manufactur- 
ing country. As in Europe before the Industrial Revolution, 
the industries in India were of course not of the modem 
large-scale type but were cottage industries. However, a 
very much larger proportion of the population than at present 
was engaged in industry, and India' could stand comparison 
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with any European country as regards industrial development 
and skill. In fact she could legitimately claim superiority 
in this respect over many European countries. We have 
already indicated the reasons why India fell from this high 
estate and came to be an almost exclusively agricultural 
country. 1 From many points of view this was a deplorable 
development, and the Famine Commissions of 1880 and 1901 
emphasized forcibly the necessity of industrializing India as 
one of the important means of meeting the problem of recur- 
ring famines in the country. The swadeshi movement which 
began in 1905 served to drive home the lesson that for modern 
industry a more solid foundation was necessary than short- 
lived political enthusiasm, and that vigorous and consistent 
State help was essential to provide this foundation. 

§3. Industrial policy Of the state. — Till the end of the nine- 
teenth century Government policy had been unhelpful and 
indifferent. The first sign of a change was noticed when, at 
the instance of Lord Curzon, a separate Imperial Department 
of Commerce and Industries was created in 1905. This wel- 
come development, however, received a sudden check when 
in 1930 Lord Morley, the then Secretary of State for Indian 
sent his famous Dispatch deprecating any direct attempts 
on the part of the Government to foster industrial develop- 
ment. The Indian authorities followed Lord Morley’s dictates 
too literally and too conscientiously and failed to turn to any 
practical account the enthusiasm for industrial regeneration 
which characterized the swadeshi movement. 

The experience of the war of 1914-18 made the Govern- 
ment realize, more vividly than before, not only the economic 
but also the military importance of industrialization. As the 
Montagu-Chelmsford Report puts it : ‘Nowadays, the products 
of an industrially-developed community coincide so nearly in 
kind, though not in quantity, with the catalogue of munitions 
of war that the development of India’s natural resources 
becomes a matter of almost military necessity.’ The Indus- 
trial Commission appointed in 1916 stressed the importance 
of active Government assistance in furthering the industrial 
development of the country and making it more self-sufficient. 

The Indian Munitions Board established in 1917, although 
its main business was to control and develop Indian resources 
so as to assist in the successful prosecution of the war, in- 
cidentally stimulated the development of Indian industries 
by placing large orders with Indian firms, supplying informa- 


1 See ch. ii, §8. 
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tion and expert advice, and in other ways. A similar develop- 
ment is in evidence during the present war. 

Protection and other Measures of State Aid 

§4. Protection in India. — A large part of the stimulus received 
by Indian industries during the war of 1914-18 was necessarily 
temporary in character. After the war, foreign competition 
began again and the question of protection assumed serious 
practical importance. The Fiscal Commission appointed in 
1921 recommended the adoption of a policy of discriminate 
protection to be interpreted by an expert Tariff Board. The 
Government accepted this recommendation in 1923, and since 
J924 a Tariff Board has been instituted. Under instructions 
from the Government it has examined the claims of a num- 
ber of industries for receiving protection. Protection has in 
this manner been extended to the iron and steel, cotton, 
paper, sugar, salt, match and other industries. 

The term ‘discriminate protection’ suggests that we must 
discriminate between those industries which with some initial 
assistance (in the form of protection from foreign competi- 
tion), are likely to develop sufficient strength to be able 
ultimately to stand on their own legs, and industries incapable 
of such development. We have already explained in what 
circumstances and subject to what safeguards the policy of 
protection can be pursued in the interests of a nation. 1 Dis- 
criminate protection in India is merely an application of these 
principles to Indian conditions. 

§5. Essentials other than protection. — Protection alone is 
not enough to bring into existence flourishing and efficient 
industries. There must also be an adequate development of 
certain indispensable adjuncts of modem economic life like a 
sound banking organization, a well-developed system of trans- 
port, a sympathetic railway and shipping policy, an effective 
marketing organization, an efficient system of commercial and 
industrial intelligence, etc. These matters will be dealt with 
separately in Chapters V and VI. 

Quite as essential as anything else for industrial develop- 
ment is that the people must redly and truly desire it , and 
show the genuineness of their desire by taking the necessary 
pains to achieve it. There must be less apathy and more 
self-confidence and enterprise. The lack of these qualities at 
present is largely due to our defective system of education, 
which is much too academic and out of touch with reality. 

1 See Part I, ch. xii, $$9-10. 
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We must train our own skilled labourers and supervisors 
and foremen instead of incurring excessive expenditure over 
men imported from abroad. Technical and commercial in- 
stitutes and colleges must be started in large numbers to 
afford the necessary facilities for training managers and to 
enable capable business men to discover and develop their 
special talents. The organization of research is another im- 
portant matter to be attended to. The present position in all 
these respects is unsatisfactory. 

The extension of Government patronage to the products 
of Indian industries is a useful stimulus to their develop- 
ment, and this is now forthcoming in a steadily increasing 
measure. A special department called the Indian Stores De- 
partment has been instituted for the purpose of encouraging 
Indian industries through purchases of stores, on behalf of 
the Government, valued at more than Bs. 3 crores every 
year. 

The provincial Departments of Industries , which have been 
created in accordance with the recommendations of the in- 
dustrial Commission, aim at the promotion of technical and 
industrial education, the supply of industrial information and 
financial and other assistance to industries. Special State 
Aid to Industries Acts, such as the Industrial Loans Act 
of the Punjab, have been passed by certain provinces in 
order that suitable private enterprises might be financed. 
In practice, however, it is the cottage industries that have 
received more help from these Acts than large-scale indus- 
tries. A more ambitious scheme of state-aided industrial 
credit corporations has more recently (1937) been adopted in 
the United Provinces and Bengal. 

§6. Industrial development of India during the present war. 
—The present war has, like the war of 1914-18, given con- ‘ 
siderable stimulus to the development of Indian industries. 
The curtailment and restriction of imports, the increased 
demand from the Empire for war materials and India’s own 
defence requirements, the assurance given by the Govern- 
ment of India of extending protection against unfair compe- 
tition from outside to industries now created to meet war 
requirements, after the war is over, are some of the factors 
which have stimulated the development of Indian industries 
since the commencement of the war. 

At the same time the development of Indian industry has 
had to reckon with certain handicaps, such as dependence on 
foreign supplies of machinery, accessories, etc., lack of heavy 
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chemicals, shortage of experts and technicians, shortage of 
shipping facilities for developing export markets, etc. 

The recommendations made by the American Technical 
Mission (1942) are intended to remove some of these handicaps 
and deficiencies in the existing industrial structure of India. 
Among the industries benefited, mention may be made of 
large old organized industries such as the iron and steel, jute 
mill, cotton mill, leather and tanning, woollen, the paper and 
cement industries. Of special interest to India at present are 
the new large-scale industries such as the aircraft, shipbuild- 
ing and aluminium. 


Indian Industries 

§7. Industrial progress in India. — Indian industries may be 
divided into two classes : (i) Cottage industries carried on in 
the home of the worker, and (ii) Organized industries of the 
new type carried on in workshops and factories, with which 
we will deal first, beginning with a short account of the 
principal modern industries developed in India. (See Map IX.) 

The following statistics give some idea of the advance 
in industrialization made by India. According to the returns 
of Indian factories subject to the Indian Factories Act, the 
total number of factories in 1939 was 11,630 and the total 
number of persons employed 1,751,137. The total number 
of joint-stock companies registered in India was 11,372 with 
a paid-up capital of Rs. 304 crores in 1939-40, as compared 
with 2,545 companies with a paid-up capital of Rs. 81 crores 
in 1914-15. The total number of companies registered else- 
where than in India but working in India was 870 with a 
paid-up capital of ^745 million in 1938-9, as compared with 
517 companies with a paid-up capital of ^298 million in 
1914-15. Although the above figures show some progress in 
industrialization in India, organized industries as yet play 
too small a part in the national economy as indicated by the 
fact that the population engaged in modern industry is only 
about T5% of the total population of the country. 

§8. The ootton mill industry. — Among the large-scale indus- 
tries owned and managed by Indians the cotton mill industry 
leads easily. It was started at first in Bombay about the 
middle of the last century, and even today Bombay continues 
to be its leading centre. In later years, and especially in 
recent years, up-country centres like Ahmedabad, Sholapur, 
Hubli and Nagpur, have rapidly developed owing to their 
situation in the heart of the cotton-producing tracts and their 

n — 11 
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access to extensive up-country markets and plentiful labour 
supplies. Until the beginning of the present century the in- 
dustry was mainly a spinning industry, but owing to the 
loss of the Chinese market for India’s mill-made yarn, the 
weaving branch has greatly advanced, and at present there is 
a tendency to increase the manufacture of finer counts, an 
appreciable amount of long staple cotton being imported from 
the U.S.A., East Africa and elsewhere for this purpose. In 
spite of occasional setbacks due to famine, plague, foreign 
competition, fluctuations in foreign exchange and high prices 
of cotton, the industry has continued to expand. The world 
war of 1914-18 gave it a considerable stimulus owing to 
decreased foreign imports and Government patronage in res- 
pect of military requirements in cotton goods. The swadeshi 
movement has also been helpful to its growth. On the other 
hand, in recent years the industry suffered from trade depres- 
sion and excessive competition from Japan in Indian markets. 
The Indian industry has however been able largely to over- 
come these difficulties with the help of the protection it has 
enjoyed since 1927. Japanese competition was further regu- 
lated since 1934 by the Indo- Japanese Trade Agreement of 
1933-4, renewed in 1937. 

The total number of cotton mills in India was 388 and 
the number of persons employed 4’30 lakhs in 1940, as com- 
pared with 271 mills and 2*60 lakhs of employed in 1914, and 
193 mills and T61 lakhs of employed in 1900. The number 
of mills in 1877 was only 51. The total mill production of 
cotton piece-goods was 4,012 million yards, and imports 579 
million yards in 1939-40, as compared with a total mill pro- 
duction of 678 million yards and imports of 2,288 million 
yards in 1904-5. Foreign imports have thus been substan- 
tially reduced. Allowing for hand-loom production, which 
contributes nearly 25% of the total cloth consumed in India, 
home production is now able to meet the greater part of the 
total demand for cloth in India. In 1935, on the recommen- 
dation of the Tariff Board, the protective duty on imports 
from Lancashire was reduced from 25% to 20% ad valorem. 
Recently (1939) it has been further reduced under the revised 
Indo-British Trade Agreement. Besides protection, internal 
reform is nefcessary to place the cotton mill industry on a 
sound footing. In the first place, the Managing Agency 
system, though now regulated by law, 1 requires further im- 


* The Indian Companies Act (1986) seeks to remove many of the evils of the 
managing agency system. 
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provement, and in the second place, the industry must intensify 
its efforts to explore export markets for its products. The 
cotton mill industry has considerably benefited by large war 
orders. 

§9. The Jnte mill industry. — Another well-developed large- 
scale industry in India is the jute mill industry, which came 
into existence in Bengal in 1855, when the first mill was 
started near Serampore. The progress of the industry was 
slow during the first thirty years, and the export trade in 
jute manufactures was negligible. The war of 1914-18 led 
to a considerable expansion and to the prosperity of the indus- 
try, which was called upon to meet the demand in the various 
theatres of war for sand-bags for trenches, etc. For many 
years Dundee (in Scotland) was the principal centre of jute 
manufacture. Calcutta, however, now holds a commanding 
position in the manufacture and trade of jute. In 1937-8 
there were 105 jute mills at work, the number of persons 
employed being 308,700 as compared with the average of 
1879-80 to 1883-4, when the number of mills was 21 and 
the persons employed 38,800. 

The jute industry eqjoys certain advantages over the cotton 
mill industry. In the first place, India enjoys a monopoly in 
jute. The organization of the industry also is more efficient. 
Unlike the cotton mill industry, the jute industry is highly 
centralized, the great majority of mills being within a radius 
of 40 miles from Calcutta. It is, however, largely financed 
and managed by European capitalists. 

The jute industry did not escape the adverse effects of 
the world economic depression of 1929-32, to meet which 
the Jute Mills Association took steps to restrict output. Al- 
though a certain recovery in the exports of jute manufactures, 
which consist mainly of gunny bags and hessian cloth, had 
taken place, the industry was doing none too well before the 
outbreak of the present war. The outbreak of the present war 
transformed the depression in the industry into a boom, thanks 
to the feverish overseas demand, for all sorts of jute goods. 
But this spell of prosperity has proved to be short-lived. 

§10. Ivon and steel industry. — This is a basic or key industry, 
and its national importance is great. Its development is of 
recent date. The Barakar Iron Works, started in 1874 on 
the Jharia coalfields in Bengal and acquired in 1889 by the 
Bengal Steel and Iron Company, was the successful pioneer 
in this new field of India’s industrial development. The next 
important stage in the history of the industry was ushered in 
by the formation of the Tata Steel and Iron Company, which 
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was established at Sakchi in 1907 and began work in 1911. 
The war-time (1914-18) requirements of the Government sti- 
mulated further progress, and a large scheme of extension 
was completed in 1924. In the same year protection against 
foreign competition was granted to the steel and iron, industry 
as recommended by the Tariff Board. It was renewed in 
1927 and 1934. Under this new stimulus, the industry has 
made striking progress. India is now self-sufficient regarding 
pig iron, of which the production has advanced from 35,000 
tons at the beginning of the present century to 1,838,000 tons 
in 1939-40. The production of finished steel also has made 
considerable headway, the total quantity produced being 
1,070,000 tons in 1939-40 as compared with 139,433 tons in 
1916-17. The steel and iron industry has made considerable 
headway during the present war. 

Sakchi (renamed Jamshedpur) has become a veritable bee- 
hive of allied industries, like the tin-plate, wire and nails, 
railway wagons, heavy chemicals and other industries. The 
future of the industry is bright in view of the great natural 
advantages of rich and abundant iron ore deposits 1 near coal- 
fields and adequate supplies of other raw materials, and a 
large home market. 

§11. Tanning and leather industries. — The indigenous tanning 
industry is an old industry in the country, which produces 
a large supply of hides and skins (cow-hides, goat-skins, 
buffalo-hides and sheepskins), which may be regarded as the 
by-products of agriculture. These were largely exported to 
Germany, Austria, and the U.S.A. in the past, and even 
today are not fully utilized at home. European methods of 
tanning were first introduced by the military authorities for 
harness and other military requirements. A Government 
(harness and saddles) factory was set up at Cawnpore in 1860. 
Private factories followed, and Cawnpore has thus become 
the main centre of the leather trade in India. Since then 
other centres like Bombay and Madras have also shown con- 
siderable progress. The tanning and leather industry ex- 
perienced great prosperity during the war of 1914-18 owing 
to the patronage extended to it by the Indian Munitions 
Board, which required large quantities of army boots and 
shoes. The industry is deserving of encouragement by pro- 
tection. There is also considerable scope yet for internal 
improvement. The present war has given considerable stimu- 
lus to the leather and tanning industries. 


1 See eh. i, §9(ii). 
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§12. Chemical Industries. — The development of chemical in- 
dustries, especially the heavy chemicals like sulphuric and 
hydrochloric acids, is essential for the general economic deve- 
lopment of a modern country. These basic industries are as 
yet poorly developed in India and large foreign imports are 
necessary. The war gave a stimulus to many chemical indus- 
tries. India’s sources of raw materials for heavy chemicals 
should not be deficient if only the various mineral ores were 
properly treated. Striking success has already been achieved 
in the manufacture of sulphuric acid — a key industry for all 
chemical industries. Protection, as recommended by the 
Tariff Board, was granted to the industry in 1931 until 
31 March 1933. Since then it has been continued only in 
the case of magnesium chloride. Since the beginning of the 
present war the industry has been experiencing expansion and 
diversification. Drugs and medicine and some heavy chemi- 
cals like soda ash and sulphuric acid are being manufactured 
in the country. 

§13. Paper-making. — The modern paper industry of India 
dates from 1870, when the Bally Mills were established on 
the Hooghly, whose neighbourhood is still the principal centre 
•of the industry. The.Titaghur Paper Mills were established 
in 1882. In 1938-9, there were 13 paper mills in India, for 
which the present war has provided an era of prosperity owing 
to the drastic curtailment of imports and sharp rise in the 
price of paper. Several new concerns have recently been 
floated. Sabai grass, which grows abundantly in northern 
India, is the principal raw material used, although the Indian 
Paper Pulp Company makes paper from bamboo pulp. This 
new development is full of promise. Under the Bamboo Paper 
Industry (Protection) Act of 1925 renewed in 1932 and 1939, 
the industry has had the benefit of protection. The Indian 
production of paper amounted to 1,416,000 cwt. in 1939-40 
as compared with imports of paper and pasteboard aggregat- 
ing 2,701,000 cwt. in the same year. 

§14. Other Industries. — Mention may be made of two indus- 
tries, namely the sugar and match industries, which have 
rapidly expanded in recent years under the stimulus given 
by protection. The cement industry has also shown remark- 
able expansion since the war of 1914-18 and has received a 
further stimulus during the present war. The total production 
of Portland cement, which is comparable as regards quality 
with the British product, increased from 945 tons in 1914 
to 593,000 tons in 1932-3. In 1937-8 it had nearly doubled. 
Imports are now negligible, being only 11,000 tons in 1939-40. 
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Other industries which have made some progress and give pro- 
mise of further development are the oil-milling industry, glass 
manufacture, printing ink and silk industries. Reference has 
already been made to the coal, the petroleum oil, and tea 
industries; as also to the new industries started during the 
present war such as the aluminium industry, the aircraft and 
the ship-building industries. A number of flour mills, rice 
mills, cotton gins and presses, railway workshops, and tile 
and brick factories are scattered throughout the country. 

§16. Survival of cottage industries. — Competition of machine- 
made goods has already been fatal to some of our old cottage 
industries. Where new methods constitute a definite advance 
on the old methods, they must be introduced. But some 
kind of planned orderly retreat should be made possible for 
those engaged in the old type of cottage industry — even if 
this retards industrialization to some extent. In this part of 
our subject we shall however be concerned, not with old in- 
dustries which must sooner or later succumb, but with those 
which have it in them to survive and prosper even under 
modern conditions. Those industries which require simple 
tools and which are closely connected with agriculture have 
generally nothing to fear from factory goods. There are also 
cases where the artisans have successfully adapted themselves 
to the new conditions and have learnt to use superior raw 
materials and better tools. ‘The weaver has taken to the mill 
yarn, the dyer to synthetic dyes, the brass- and copper-smith 
to sheet metal, the blacksmith to iron rolled in convenient 
sections, in each case with advantage to himself from lessened 
cost of production which has greatly extended his market. In 
some districts in Lower Bengal, the weavers use the fly-shuttle 
slay extensively, and it is gradually coming into use elsewhere 
also. The tailors invariably employ sewing machines, and 
town artisans readily take to improved tools of European and 
American manufacture.* 1 In some cases the goods produced 
are such that they do not admit of the employment of machi- 
nery and large-scale production. Proximity to the market 
and a more intimate knowledge of the consumers* wants may 
further turn the scale in favour of the cottage worker. ‘Thus 
some kinds of head-wear, dhotis and saris made by the hand- 
loom weavers have not been displaced by modern factories* 
The weavers of Dacca, Murshidabad, Madura and Benares , 
those engaged in making embroideries in Lucknow and Delhi 
and lace in Surat supply commodities for which the demand 


1 Industrial Commission Report , §255. 
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an the country has not been seriously affected by competition 
with similar machine-made articles. The metal worker, the 
shoe-maker, the goldsmith, the tailor, the confectioner, and 
other craftsmen fall into the same category and are similarly 
protected.’ 1 Workers in the various cottage industries are still 
vastly more numerous than those engaged in organized indus- 
tries. The problem of properly fitting in cottage industries 
alongside of large-scale industries in the future scheme of in- 
dustrialization of the country has recently (1938) assumed con- 
siderable importance in connexion with the policy of industrial 
planning for India favoured by the Congress Party. It has 
further come into prominence in connexion with the war- 
production programme in the execution of which the cottage 
industries, like the cotton and woollen hand-loom industries, 
are playing a part of no mean value. 

We shall now examine the position of some of the most 
important cottage industries. 

§16. The cotton hand-loom industry.— Hand-weaving still pro- 
vides subsistence for about six million people. The position 
of the hand-weaver is strong in the case of goods which are 
either very coarse or refined and artistic, because here he can 
hold his own against machinery. The hand-loom supplies 
nearly 25% of the total demand for cloth in India. Since 
about 1922, the weaver has suffered severely from foreign 
(especially Japanese) competition as well as the competition 
of Indian mills. While a certain amount of textile production 
has been diverted from the over-worked mills in India to the 
hand-looms during the present war, the hand-loom weaver has 
had to reckon with shortage of yarn and high prices. 

§17. Woollen Industry. — Under the Moguls, the manufacture 
of woollen carpets had reached a high pitch of excellence. 
Carpet-weaving at the present time depends almost entirely on 
foreign demand, which absorbs about 90% of the total pro- 
duction. The industry is in a languishing condition on account 
of the ignorance and poverty of the weavers and the absence 
of organization. 

Another woollen manufacture that is widely prevalent in 
the country is that of the coarse rough blanket ( kambli ). Many 
shepherds and agriculturists pursue it as a by-occupation. 
Having regard to the facility with which the raw materials 
can be obtained in every part of the country and the big size 
of the home market, the industry has possibilities, which 
'deserve to be carefully examined. It is noteworthy that the 


India in 1926-7 , p. 330. 
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present war has given a big stimulus to the hand-loom woollen 
industry which has been called upon to supply large quantities 
of blankets to the army. 

§ 18 . Sericulture and silk manufactures.— Sericulture is prac- 
tised more or less successfully in Bengal, Kashmir and Mysore, 
and wild silk is produced in the Central Provinces, Bihar, 
and Assam. Both sericulture and silk- weaving have remained 
in depressed condition owing largely to competition from 
Japan, China and the United States. Most of the silk now 
exported is in the form of waste or cocoons, because reeling 
is done so badly in India. The Indian weavers themselves 
prefer the more even re-reeled Chinese or Japanese silk to the 
home-made product. Efforts are being made, especially in 
Bengal, to improve the quality of Indian silk. The Agricul- 
tural Department in that province runs two sericultural schools. 
A large number of seed farms have also been started. The 
students trained at the Government schools are given awards 
and are provided with ‘seed stocks’ from Government nur- 
series. Attempts are also being made in Assam, Mysore, 
and Kashmir to encourage sericulture. Grants amounting to 
Bs. 93,000 have recently been allotted to various provinces 
to enable them to set up schemes for the benefit of sericulture. 
The manufacture of silk goods would seem to enjoy certain 
special advantages in India and ought to succeed. Large- 
scale production is more difficult than in the case of cotton, 
and has hardly yet made a beginning in India. Again, silk 
manufacturers being of the nature of luxury goods admit of a 
great diversity in workmanship, which makes them eminently 
suitable for cottage industry. There is also a heavy import 
duty on foreign manufactures. The present war has given 
a stimulus to the silk industry which has been called upon to 
supply silk cloth for making parachutes. 

§19. Other cottage Industries. — The present position of some 
of our village industries has already been discussed in Chap- 
ter II. We have also discussed the question of industries 
subsidiary to agriculture. There are numerous other cottage 
industries such as embroidery work, furniture, metal and 
cutlery, gold and silver thread, pottery, soap-making and 
bead-manufacture. The policy to be followed with regard 
to each of them must depend upon the results of a detailed, 
investigation. 

§20. Methods of aid to cottage Industries.— The first step is 
to decide which of the old cottage industries have a chance 
of prospering under present conditions and to consider whether 
any new industries could with advantage be started. The 
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next step is to consider means to help the small artisan to 
establish himself firmly and securely. Suitable provision for 
manual training and instruction in crafts is an obvious neces- 
sity. Special industrial schools like the weaving schools in 
the Bombay province should be established. The question 
of making available cheap raw material of good quality and 
introducing more efficient tools and implements by practical 
demonstrations and otherwise should receive proper attention. 
Assistance could also be rendered in the form of technical 
advice and by giving the artisans new patterns and designs 
likely to be popular. An attempt must be made to provide 
the handicraftsmen with the requisite capital through co-ope- 
rative credit societies and perhaps also through industrial 
banks. Quite as important as anything else is an effective 
marketing organization. The Arts and Crafts Emporia at 
Lucknow and Lahore have been moderately useful. The es- 
tablishment of Provincial Marketing Boards, licensed ware- 
houses, and co-operative wholesale depots should also help. 
In Bombay Co-operative Industrial District Associations have 
been established at important centres for facilitating the sale 
of hand-loom products. Several of the provinces have passed 
State Aid to Industries Acts to enable the Government to 
encourage suitable cottage and other industries. A sum of 
Us. 5,75,000 was allotted by the Government of India to the 
Provincial Governments from November 1934 to March 1936. 
With the assistance of these funds various schemes for the 
development of the hand-loom weaving industry have been 
started. The Bombay Industrial and Economic Survey Com- 
mittee (1938-40) has made a number of useful recommen- 
dations for the grant of aid to cottage industries, such as 
the holding of periodic exhibitions, creation of permanent 
museums, a special state-aid organization for the purpose of 
financing the cottage-workers and a liberal store-purchase 
policy in relation to cottage industries. 


Industrial Labour 

§21. Migratory character of Indian labour.— We must now 
discuss certain important questions relating to industrial labour 
in India. The factory labourers in India do not constitute a 
wage-earning class exactly corresponding to the factory labour- 
ers in Western countries. In those countries, the labourers 
form a permanet class of purely industrial workers, with no 
‘agricultural interests or attachments. The Indian factory 
operative on the other hand generally comes from a village and 
n—19 
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he always maintains his connexion with the village where 
he has his home and his bit of land and his family looking after 
it. From time to time he visits his village, and even if he 
is not able to go as often as he would like to, almost invariably 
he returns to his village after his superannuation. , He goes 
to the city because he must. He finds it more and more 
difficult to make a living in the village. ‘The city, as such, 
has no attraction for him. . . . Few industrial workers would 
remain in industry if they could secure sufficient food and 
clothing in the village; they are pushed, not pulled, to the 
city.* 1 The fact that the labourer does not develop any per- 
manent interest in his employment in the city is a source of 
weakness in many ways. All the same, the Labour Commission 
has expressed the view that in the present circumstances the 
link with the village must be regarded as a distinct asset and 
that the aim should be not to weaken it but rather to strengthen 
and regularize it. 

§22. Scarcity of labour. — Complaints are sometimes heard 
that there is scarcity of labour in India. This is true so far 
as the supply of skilled labour is concerned, and we have 
already indicated the remedies to be adopted in this connexion. 
For the rest, owing to increasing pressure on agricultural 
land in the village combined with the growing facilities for 
travel and communication, more and more people from the 
countryside are showing a willingness to migrate to cities to 
avail themselves of whatever opportunities may be there for 
securing employment. 

The position in this respect would be further improved 
if labour were recruited directly by the mill managers in- 
stead of through middlemen or jobbers. The jobber, because 
he is instrumental in securing employment, comes to acquire 
great power over the ignorant and often helpless worker, and 
generally abuses it. More and more factory owners are now 
giving their attention to the question of direct recruitment. 
§23. Labour legislation In India. — In order to attract workers 
and make them contented and efficient, conditions of life 
and labour in the cities must be made more tolerable. This 
is a matter which can only be dealt with satisfactorily by 
legislation, and now the law tries in various ways to make 
things easier '"for the workman. The Factories Act of 1934* 
prescribes a daily as well as a weekly limit to the hours of 

1 Labour (Whitley) Commission Report , p. 4. 

* The earlier Factory Acts were passed in the years 1881, 1891, 1911 and 
1929. There are separate Mines Acts for the protection of labour employed 
in mines. 
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work in factories — the daily limit being 10 hours and the 
weekly limit 54 hours in all ‘perennial’ factories. Children 
are not to work for more than 5 hours per day. The Act 
also provides for rest intervals and a weekly holiday. The 
law also insists on certain conditions with regard to ventila- 
tion, light and temperature being observed to secure operatives 
against danger to health or serious discomfort. 

Under the Bombay Shops and Commercial Establishments 
Act (1939) hours of work in shops, commercial establishments, 
restaurants, theatres and other establishments have been regu- 
lated and a weekly holiday made compulsory. 

In the interests of women workers some provinces like 
Bombay, the Central Provinces, and Madras have passed 
Maternity Benefit Acts by which leave of absence is given 
for a certain period before and after confinement, with a 
suitable wage allowance during the period of absence. 

Each province has appointed Factory Inspectors whose 
duty is to secure the observance of the Factories Act. The 
Inspectors can compel the factory managers to take suitable 
steps for the prevention of accident or injury to the workers 
from unfenced machinery, etc. Some of the Local Govern- 
ments have made rules requiring the provision of first-aid 
appliances, sterilized dressings, etc., for the benefit of workers 
who may get hurt in spite of all precautions. The Work- 
men's Compensation Act was passed in 1923 and it has sub- 
sequently been improved by several Amending Acts of 1929, 
1931, 1933 and 1939. By this means the worker or his family 
is compensated for certain kinds of injury, or death, according 
to a fixed scale. 

The Payment of Wages Act (1936) regulates periods of 
wage payment and seeks to regularize and restrict deductions 
from wages. 

Labour legislation has received a further stimulus owing 
to the keen interest in the welfare of labour taken by Con- 
gress Ministries when they were in power in the provinces, 
especially in Bombay. 

Special labour legislation similar in principle to factory 
legislation has been enacted in the case of mines, railways, 
tea-plantations, etc. 

§24. Housing. — One of the biggest problems in industrial 
centres is connected with the housing of labour. The present 
condition of housing is most deplorable and there is terrible 
overcrowding and congestion in factory towns like Bombay. 
The labourer is not -so much housed as ‘warehoused’. The 
vast majority of the working classes live in single rooms in 
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filthy, insanitary surroundings. It is impossible for the 
labourer to live a normal healthy family life in these condi- 
tions, and in fact many workers are forced to leave their 
families in their villages. Improvement Trusts, Municipali- 
ties, as well as individual employers have made some efforts 
to remedy this serious defect. But much more will have to 
be done before we could be said to be anywhere near a satis- 
factory solution of the problem. 

§25. Welfare work. — There are other activities than those 
noticed above which have for their object the improvement 
of the health, safety and general well-being, and the indus- 
trial efficiency, of the worker, which are grouped together 
under the name of ‘welfare work’. Some of the more enlight- 
ened employers have voluntarily instituted welfare schemes 
for the benefit of their operatives. Sometimes institutions 
like the Y.M.C.A. , the local Social Service Leagues, and the 
Depressed Classes Mission Society have rendered valuable 
assistance to employers in organizing welfare work or have 
independently organized it themselves. The Government of 
Bombay have recently started labour-welfare centres in Bom- 
bay. Welfare work is concerned with education, medical and 
maternity benefits, recreation (in the form of games, cinemas, 
lantern slide lectures as counter-attractions to the liquor-shop 
and the bucket-shop), housing, grain and cloth shops, workers' 
co-operative societies, tea-shops and canteens. 

§26. Trade Union movement. — All these activities should, 
strictly speaking, be initiated and controlled by the workers 
themselves. Labour can best help itself by standing on its 
own legs instead of depending on outsiders. In the western 
countries, labourers possess powerful and efficient associations 
of their own in the form of Trade Unions, which take care 
of their members’ interests in every possible way. It is a 
good sign that in India also a similar movement has been 
started. Its progress here, however, is not comparable with 
its progress in the west. The leadership of the Indian Trade 
Unions is still largely in the hands of middle-class people 
who, although they may be well-intentioned, do not always 
understand the needs and the difficulties of the working classes. 
Sometimes it may happen that they have political and other 
motives besides the good of the workers. Another weakness 
of the Trade Union movement in India is due to the fact 
that the labour force in most of our industrial centres is 
heterogeneous in character and the workers may come from 
different places, speak different languages, profess different 
religions, and so on. Effective combination in such circum- 
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stances is a matter of great difficulty. Widespread illiteracy 
among the workmen is another serious handicap. And lastly 
we must refer to the floating character of Indian labour. Even 
when the labourer stays for years in a city after leaving his-, 
village, he does not necessarily work at the same establishment 
but may change his employer any number of times. A man 
who is thus constantly on the move from factory to factory 
cannot be a very useful member of a Trade Union or any 
other association. Gradually, however, matters may be ex- 
pected to improve in all these respects. The Trade Union 
Act of 1926 seeks to encourage Trade Unions calculated to 
promote the obvious interests of the workers. Trade Unions 
which get themselves registered under this Act are subjected 
to certain restrictions intended to secure proper management 
of their funds and to direct their activities into proper channels. 
As against the restrictions, the Act grants certain privileges- 
and concessions not available to the unregistered bodies. For 
example, the Act grants immunity from civil and criminal 
liability to officials of the registered Unions acting in further- 
ance of all legitimate objects of the Union. The formation 
of strong Trade Unions- is essential not only to safeguard the- 
interests of the wage-earners but also to promote the orderly 
progress of industry. 

§27. Present Inefficiency of Indian labour. — We have indi- 
cated above the main directions in which improvement of 
labour conditions is to be sought. Such improvement is cal- 
culated to create a more contented labour force. It will also 
increase the efficiency of Indian labour which, by comparison 
with western labour, must be pronounced to be inefficient. 
The European worker no doubt gets higher wages, but his 
outturn of work more than justifies the high wages. In this, 
sense European and American labour is really cheaper than 
Indian labour. At the same time it should be borne in mind 1 
that the difference in efficiency is more a matter of environ- 
ment than of race. There is no reason to despair of making 
Indian labour quite as efficient as European labour provided 
the necessary conditions for progress are provided in the shape 
of educational facilities, vigorous public health measures,, 
decent housing, etc. The possibilities of increasing efficiency 
through an increase of wages should also be carefully explored. 
§28. Industrial harmony. — In recent years the frequency of 
industrial disputes has been growing in India, and the impor- 
tant question oL maintaining harmonious relations between? 
workers and employers has been receiving the serious attention 
of the Government. The (Central) Trade Disputes Act was 
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passed in 1929, and it was put on a permanent basis in 1934. 
The Act provides for the setting up of Courts of Inquiry 
(consisting of independent outsiders) and Boards of Concilia- 
tion (consisting of representatives of each of the parties to 
the dispute) with the intention of having the issues, clearly 
framed so that the public may be in a position to judge fairly 
the rights and the wrongs of a dispute. Disputes are riot 
•settled compulsorily, but reliance is placed on the force of 
public opinion to bring about peace. Various provinces have 
also appointed special officers whose duty is to do all that is 
possible to prevent industrial strife. In Bombay legislation 
was passed in 1934 and 1938 for strengthening the machinery 
for preventing and settling industrial disputes. The Bombay 
Industrial Disputes Act (1938) provides for compulsory con- 
ciliation; whereas the Central Act makes conciliation voluntary. 
§29. Industrial labour during the war. — Broadly speaking, 
the war has affected the industrial worker in this country in 
two ways, through changes in wages and costs of living and 
through changes in conditions of work and employment. To 
meet the increased cost of living dearness allowances have 
been granted to many classes of workers' often on the recom- 
mendation of the Government who have been anxious to 
maintain industrial peace during the war. To this end they 
have adopted measures for prevention and speedy settlement 
of industrial disputes. The war has also imparted urgency to 
further social legislation for the benefit of the industrial worker. 

SUMMARY 
General Survey 

Industrialization is highly desirable for India. It will increase the wealth 
of the country, give it greater economic stability, make its people more alert 
and progressive and offer scope for diversity of talent. It will also decrease 
middle-class unemployment, benefit the public treasury through increased 
taxable capacity, and discourage hoarding by creating profitable avenues for 
the employment of savings. It will even add to our military efficiency. 

The Government in this country was for a long time indifferent to indus- 
trialization. A new era seemed to have begun with the creation of the 
Imperial Department of Commerce and Industries in 1905. But Government's 
policy on the whole continued to be on the old laissez-faire lines until the 
war of 1914-18 unexpectedly forced it to adopt a more helpful attitude. 
The Indian Munitions Board, established in 1917, gave a great stimulus to 
industrial enterprise in India. 

Protection and other Measures of State Aid 

After that war, according to the recommendations of the Fiscal Commis- 
sion of 1921, India entered upon the period of discriminate protection, and 



INDUSTRIAL DEVELOPMENT 95 

a number of modem industries have sprung up in consequence. But besides, 
protection, we must have other things for securing real progress in industrial 
development, such as a sound and helpful banking and transport system,, 
and effective organization of marketing and commercial intelligence. Edu- 
cation must be such as to make the general outlook of people more practical. 
Technical and commercial schools must be started, and an adequate supply 
of skilled labour of supervisors and managers must be ensured. The Govern- 
ment must be prepared to help Indian industries by patronage, finance and 
by suitable legislation. 

The present war has given further stimulus to the industrial develop- 
ment of India and the State has considerably liberalized its policy. 

Indian Industries 

Indian industries fall into two classes : (i) Cottage industries, and 

(ii) Organized industries. Although industrialization has been advancing in 
India, especially since the war, organized industries as yet play a small 
part in the country's economic life. Cotton, jute, iron and steel are among 
the few large-scale organized industries. 

The cotton mill industry is the leading industry — its principal centres- 
being Bombay, Ahmedabad, Sholapur, Hubli and Nagpur. In spite of 
various adverse factors it has steadily expanded, especially in consequence' 
of the stimulus it received during the war of 1914-1,8. Increased competi- 
tion during the post-war period, especially from Japan, has made the grant 
of protection to the industry necessary since 1927. In 1940, the total number 
of cotton mills m India was 388. The industry is mainly financed by Indian 
capital and its management is largely in Indian hands. It iB experiencing 
considerable expansion during the war. 

The jute industry is to Bengal what the cotton mill industry is to 
Bombay. Both have progressed side by side since the middle of the last 
century. There were 105 jute mills in 1937-8 the great majority being situated 
round about Calcutta. India’s monopoly of jute gives the jute mill industry 
a great natural advantage. Its expansion was greatly favoured by the war 
of 1914-18, and India today occupies a leading position in the manufacture 
and trade of jute. The jute industry suffered owing to economic depression 
and had had to adopt a policy of restricting output. Although the present 
has not benefited industry aB much as the last war it has on the whole 
strengthened the position of the industry. 

Iron and steel , a basic or key industry, has shown remarkable progress 
since 1907 with the establishment of the Tata Steel and Iron Company 
at Sakchi (Jamshedpur). It received a stimulus owing to the purchase of 
various requirements by the Government during the war of 1914-18, and 
has enjoyed the benefit of protection since 1924. The industry has received 
a further big stimulus during the present war. It has a great future before 
it having regard to the very substantial natural advantages it possesses. 

The tanning and leather industry has the advantage of a large supply 
of raw hides and skins, much of which is still exported to Germany, the 
U.8.A., and other countries. Apart from the old indigenous tanning industry, 
a modem tanning and leather industry has come into existence at Cawnpore, 
Bombay and Madras. The war-time (1914-18) purchases of army boots and 
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■shoes, etc., by the Government contributed substantially to the progress of 
the industry. A similar result is being produced by the present war. There 
is however still considerable scope for internal improvement. 

The chemical industry like other industries was favoured by the war of 
1914-18; and has been further stimulated by the present war. Even today, 
(however, it shows several deficiencies. Its further development is essential 
for the industrial development of the country. 

The paper industry , started in 1870, now claims 13 mills, with Calcutta 
as its principal centre. The bamboo paper pulp industry, which haB received 
protection since 1925, shows great promise. Other industries are the sugar, 
match, cement, oil-milling, glass, printing ink, coal, petroleum, and tea indus- 
tries. Several of these industries have benefited by the present war, which 
has also stimulated the establishment of new industries such as aircraft, ship- 
building and aluminium. 

Progress in modern industries need not necessarily be fatal to all our 
« old cottage industries. With proper assistance and guidance there is no 
reason why quite a number of these should not continue to exist and flourish. 
A systematic exploration of the cottage industries is necessary in order 
that we may shape their future and help the artisans without sacrificing 
national interests. One of the most important and the most widespread of 
•our industries is the hand-loom weaving industry, which still occupies several 
million people and which has been singled out by the Government for special 
attention. The woollen industry in Borne of its branches would also seem 
to have considerable survival value even under present conditions. Seri- 
culture and silk manufactures, embroidery work, furniture, metal and cutlery, 
pottery and soap-making are among the other small-scale industries of India 
-calling for careful investigation. 

It is noteworthy that some of the cottage industries, especially the cotton 
and woollen hand-loom industries, have been favourably affected by the pre- 
sent war, by reason of their contribution to war production. 

Industries which are found to deserve encouragement might receive it 
>in various forms, e.g. manual training and instruction to artisans in schools 
specially started for the purpose, provision of cheap and reliable raw material, 
•of new patterns and designs, practical demonstrations, arts and crafts exhi- 
bitions and emporia, marketing boards, licensed warehouses, co-operative 
•depots, and financial subventions. 

Industrial Labour 

One of the peculiarities of our industrial labour is its migratory character. 
Most of the labourers have been born and brought up in rural surroundings 
and they have no idea of making the industrial towns their permanent 
homes. They come to the cities unwillingly, driven by economic necessity. 

The feeling pi labour scarcity should grow less as the supply of skilled 
labour increases and aB housing and other conditions in the cities become 
.more attractive. Factory legislation (based on western models) has already 
•made considerable progress in India and aims at regulating hours of work, 
protecting labourers from injury to health or serious discomfort while at 
work, and giving special attention to the interests of female and child labour. 
•Similar legislation exists in the case of shops (in Bombay), mines, planta- 
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tionB and railways. Other items of labour legislation relate to workmen's 
compensation, payment of wages, maternity benefits, etc. Various official 
and non-official efforts are being made to improve the housing conditions, 
which at present are terrible, and welfare work of different kinds is being 
done for ameliorating the condition of factory workers. Workers have also 
begun to organize themselves into Trade Unions. The progress of the Trade 
Union Movement is, however, hampered by illiteracy among workers, absence 
of working-class leadership, the heterogeneous character of Indian labour and 
its agricultural interests. The Trade Union Act of 1926 has been passed 
to help legitimate Trade Union activity. 

As compared with European labour, Indian labour is undoubtedly ineffi- 
cient. This inferiority is not due to inherent defects but to the absence of 
a suitable environment under which efficiency is developed. 

Industrial disputes have of late been growing in frequency in India, and 
the Trade Disputes Act of 1929, with its provision for Courts of Inquiry 
and Boards of Conciliation, is intended to prevent industrial disputes from 
arising or from lasting too long. The Bombay Trade Disputes Act (1988) 
makes conciliation compulsory before resorting to a strike. Further machi- 
nery is being devised during the present war to secure prevention and prompt 
settlement of industrial disputes. 


a— 18 
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TRANSPORT AND TRADE 

Transport 

§1. Importance of transport. — A good system of communica- 
tion by land, water, and, we must now add, by air, is one 
of the most important of all the conditions for the prosperity 
of a nation. It breaks down the isolation of the different 
parts of a country and increases the contact between town 
and village to the advantage of both. It is the very life and 
soul of trade and acts as a stimulus to both agriculture and 
industry. Improved means of communication and convey- 
ance are essential for the free movement of men and goods, 
raw materials and finished products, and for the proper utili- 
zation of the resources of a country. Difficulties of communi- 
cation have been largely removed in modern times by railways, 
the telegraph, motor and other forms of transport. 

India is a sub-continent and the natural obstacles in passing 
from one region to another are formidable. Communication 
often breaks down in the rainy season. Natural waterways 
are less important in India than in England. Till the middle 
of the nineteenth century the means of communication were 
very defective in India. There were only very few trunk 
roads constructed by Indian rulers, chiefly by the Moguls. 
Many of the so-called roads were mere tracks and were impas- 
sable during the rainy season. They were also far from being 
safe. Pack animals were the only means of access to many 
parts of the interior. The state of communication was even 
more unsatisfactory in peninsular India with its rugged moun- 
tainous territory and the poor facilities for water transport 
except on the two coasts. We have already explained how 
the self-sufficiency of the Indian village was mainly the result 
of the imperfect means of communication. 1 A veritable social 
and economic revolution has been effected by the construction 
of a network 9 f railways and roads from the time of Lord 
Dalhousie, who initiated a vigorous public works policy. 

The transport situation may be considered under four main 
heads : Railways, Roads, Water Transport and Air Transport. 


1 Ch. ii, §§8-4. 
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Railways 

§2. Periods of Indian railway history.— The Indian Railway 
system extended over 41,052 miles at the end of March 1941. 
Of these the State owned 29,586 miles (72 per cent) and 
managed 16,852 miles. The total capital outlay on all rail- 
ways amounted to Rs. 853-78 crores. The following ten 
periods in the history of Indian railways may be distinguished. 

(i) The old Guarantee System (1844-69). — The first pro- 
posals for the construction of railways were made in 1844, 
and contracts were made for the construction of two small 
railway lines near Calcutta and Bombay with the East India 
Company and the Great Indian Peninsula Railway Com- 
pany respectively. It was, however, Lord Dalhousie’s famous 
Minute on the subject in 1853 that gave a decisive turn to 
the Government’s policy of construction of lines by railway 
companies incorporated in England and enjoying a guarantee 
given by the Government of a specified minimum return, 
or rate of interest on the capital invested. Lord Dalhousie 
urged the creation of a system of trunk lines and emphasized 
the great social, political and commercial advantages which 
the country would thereby derive. Private capital was not 
then available in India for railway construction. That is why 
the guarantee system was adopted. Accordingly, between 
1854 and 1860 contracts were entered into with eight com- 
panies for constructing and managing railways in different 
parts of India, the rate of interest guaranteed ranging from 
4J to 5%. The Government reserved to itself certain powers 
of supervision and control and the option to purchase the 
lines after twenty-five years or fifty years, on certain fixed 
terms. Any surplus profits, after the guaranteed interest had 
been met, were to be shared by the companies with the 
Government. The early results of this system, under which 
the companies had no incentive to economical management, 
were disappointing, and it proved to be a great drain on the 
resources of the State. 

(ii) State construction and management (1869-79). — The 
Government therefore decided that so far as capital for new 
lines was concerned, the State should secure for itself the 
full benefits of its own credit and cheaper methods of con- 
struction. This policy, under which the Sind and Punjab lines 
were constructed, had however to be soon abandoned owing 
to the financial difficulties of the Government. 

(iii) The new Guarantee System (1879-1900). — Accord- 
ingly the Government decided again to utilize the agency 
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of guaranteed companies. Contracts were made with new 
guaranteed companies such as the Bengal-Nagpur and the 
Madras and Southern Mahratta railway companies. Under 
this system, the lines constructed by the companies were 
declared to be the property of the State, which was entitled 
to terminate the contracts at the end of twenty-five ‘years 
after repaying the capital provided by the companies. Interest 
at was guaranteed during the period of the contract. 
Under this new guarantee system, the terms were in every 
respect more favourable for the Government than before. The 
companies were allowed to manage the lines when completed. 
In subsequent years, when the old and new contracts ex- 
pired, the Government purchased the lines and either trans- 
ferred them to State management as in the case of the 
Eastern Bengal or Sind-Punjab railways, or handed them 
over again for management to the same companies, as in 
the case of the East Indian and G.I.P. railways. In this 
way the State came to be the owner of the bulk of the trunk 
lines. Until recently, however, the management was left 
to the companies subject to Government control, exercised 
through the Railway Board which was created in 1905. The 
last of the contracts (i.e. with the Bengal-Nagpur railway) 
will expire in 1950. 

(iv) Rapid extension of railways and commencement of 
railway profits (1900-14) were the features of the pre-war 
period of 14 years. In 1908 the ‘programme’ system was 
adopted, under which the Government laid down for the 
future the standard of £12£ million a year for capital expendi- 
ture on railways. Loans were raised in England for this 
purpose. The commencement of railway profits was due partly 
to the general economic development of the country and partly 
to the expansion of irrigation works in the Punjab and Sind. 

(v) Breakdown of the railway system (1914-21). — During 
this period there was a serious breakdown and deterioration 
of the railways, partly owing to the war-time pressure on 
them and partly owing to the curtailment of the annual pro- 
gramme of capital expenditure. 

§3. (vi) The Aoworth Committee.— An overhauling of railway 
policy was effected on the recommendations of a special Rail- 
way Committee (1920-1) presided over by the late Sir William 
Acworth. The Committee favoured State management of 
the railways, and also advocated construction of new lines 
by State agency. It may be added that Indian public opinion 
has always strongly opposed company management. Apart 
from profits taken out of India by the companies, the charge 
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against them was that their policy was unsympathetic towards 
Indian national interests. Far from helping Indian manu- 
facturers and commerce, it seemed actually to discriminate 
against them. Also, scant attention was paid to the comfort 
of the third class passengers from whom the main part of the 
railway revenue was derived. Under the new policy, the 
Great Indian Peninsula, the East Indian, the Southern Pun- 
jab, the B.B. & C.I. and Assam-Bengal railways have been 
transferred to State management. The Railway Board was 
also reorganized. It is the agency through which the Govern- 
ment of India exercises effective supervision over the whole 
railway system in the country. Larger funds were also made 
available for capital expenditure on railways. 

Another change in administration was the separation of 
the Railway from General finance in 1925, as recommended 
by the Acworth Committee in order to insure the railways 
being run as a commercial concern. Under the new arrange- 
ment the railways are required to make a special contribution 
to the general revenues. 

§4. Recent railway history. — (vii) 1924- 5 to 1929-30 : the 
Separation Convention, period of prosperity. — The first six 
years following the introduction of the separation convention 
were years of prosperity. 

(viii) 1930-1 to 1935-6. — But the railways had to face six 
years of adversity following the economic depression and the 
growing competition of the roads. 

(ix) 1936-9: Partial Recovery and Railway Inquiry . — 
The railways turned the comer and began to pay their way in 
1936-7, partly owing to the recovery of trade and prices and 
partly owing to retrenchment in expenditure, the need for 
which was emphasized by the Railway Inquiry Committee 
(1936-7) presided over by Sir Ralph Wedgwood. The Com- 
mittee made valuable suggestions concerning almost every 
aspect of railway working for improving efficiency and effect- 
ing economy. Some of these suggestions have already been 
put into force. 

(x) Indian railways during the present war. — Indian 
railways have once again been called upon to handle heavy 
traffic and to meet abnormal demands on their transport capa- 
city. Much of the coastwise traffic and road traffic has been 
diverted to railways owing to scarcity of shipping and petrol. 
Partly owing to the heavy traffic and partly owing to increased 
rates and fares there has been a sharp increase in railway 
profits, and the railways now contribute large sums to the 
general revenues. 
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§5. Federal Hallway Authority.— Under the 1935 Constitu- 
tion of India the actual administration of railways will be 
placed in the hands of a Federal Railway Authority which 
is to be the executive authority of the Federation in respect 
of the regulation, construction, maintenance and operation of 
railways. 

§6. Economic effects of railways. — The railways have con- 
ferred substantial advantages on the country. They have pro- 
moted the efficiency of general administration and of military 
defence, and have contributed to the cultural progress of the 
country. Their economic effects have been equally striking. 
Famine relief in a country like India depends on an efficient 
railway system for the quick conveyance of food-stuffs to 
the affected areas. 1 The railways promote economic advance, 
tend to equalize prices throughout the country, create new 
employment and make possible a more even distribution of 
the population. The economic isolation and self-sufficiency 
of the village have been broken down by railway develop- 
ment. Agriculture has been commercialized, i.e. the agri- 
culturist grows not only for subsistence, but for profit by the 
sale of his produce, for which he now commands a wider 
market owing to the extension of railways. Not only national 
trade but also trade with other countries has been stimulated 
by the facilities for rapid conveyance of goods to the ports 
for shipment abroad and from the ports for distribution in 
the interior. On the other hand, the railways have led to 
certain undesirable results, such as the rapid decay of indi- 
genous industries, due to the intense competition of machine- 
made goods which the railways could carry to the remotest 
parts of the country. 

§7. Need for further railway development. — On the whole, 
however, the benefits conferred by railways outweigh their 
drawbacks, and speaking of the future there is more and not 
less need for railway development, especially in the rural 
areas which are inadequately served. India’s backwardness 
in railway development when compared with other countries 
is shown by the fact that, while there are 8*2 miles of line 
per 100 sq. miles in the U.S.A., there are only 2-2 miles of 
line per 100 sq. miles in India. Along with railway construc- 
tion it is also, necessary to develop and encourage industries 
connected with railways. The railway rates policy should 
aim at furthering the general industrial development of the 
country. There exists at present a Railway Rates Advisory 


1 See ch. viii, §§6-7. 
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Committee to investigate complaints of undue preference, hi gh 
rates, lack of reasonable facilities to trade, etc., and to make 
recommendations to the Government on these matters. 

Roads 

§8. Road history. — As already pointed out, good roads were 
few till the middle of the last century. Lord William Bentinck 
revived the idea of a highway connecting the north of India 
with Bengal. The result was the construction of the Grand 
Trunk Boad linking Peshawar with Delhi and Calcutta. 

A new chapter in the history of roads was opened by 
Lord Dalhousie, who initiated a more vigorous road policy. 
A Central Public Works Department was created, and similar 
departments were established in each of the provinces in 
1855 replacing the old Military Boards which till then had 
been in charge of the roads. As railway construction pro- 
ceeded apace, it became necessary to build roads to feed the 
railways rather than to compete with them. Trunk roads, 
however, came to be neglected, the Government being more 
interested financially in the profitable working of railways. 
The progressive policy of Lord Mayo and Lord Ripon with 
regard to local self-government, under which local control 
over local affairs was provided, gave some stimulus to road 
development. The total mileage of extra-municipal roads 
maintained by public authorities steadily increased and it 
stood at 284,191 on 31 March 1938. Of these 63,706 miles 
were metalled roads and 220,485 unmetalled roads. 

§9. Main features of India’s road system.— The main features 
of India’s road system may be briefly described. There exist 
four trunk roads stretching across the country, with which 
most of the important subsidiary roads are linked, (i) The 
most famous of the trunk roads is the ancient marching route 
for armies, known as the Grand Trunk Boad, which stretches 
right across the northern part of the country from Ehyber 
to Calcutta; the other three connect (ii) Calcutta with Madras, 
(iii) Madras with Bombay, and (iv) Bombay with Delhi. 
These four main roads account for about 5,000 out of the 
64,070 miles of extra-municipal metalled roads (in 1937-8)' 
in British ' India. Southern India is most favoured both as 
regards the number and the satisfactory character of its sub- 
sidiary roads. The worst-served regions are Rajputana, Sind, 
parts of the Punjab, Orissa and Bengal. Aridity, sparseness of 
population, unbridged and unbridgeable waterways, difficulties 
of the ground (as irf the lower Himalayan reaches), lack of 
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suitable road-building materials, etc. are some of the obstacles 
that have prevented more rapid progress. Besides metalled 
roads there is a large mileage of kachha (unmetalled) roads 
(220,485 miles in 1937-8). 185,044 miles of these roads pro- 
vide quite good going for motor traffic during the dry weather. 
§10. Need tot more roads. — Considering her size* India is 
extremely poorly equipped with roads. The deficiency is all 
the more keenly felt now that motor transport is advancing 
by leaps and bounds and creating a new range of problems of 
road construction and maintenance. As against 2,500 miles 
of road per 1,00,000 of population in the U.S.A., India has 
only 84 miles. While the countryside is crying for more 
and better roads, much difficulty is being experienced in main- 
taining even the existing roads in a tolerable condition. Hoads 
controlled by the local bodies are in a particularly bad state 
because of the poor resources of these bodies. The country 
needs a perfect network of arterial and feeder roads for the 
smooth conduct of her extensive internal and external trade, 
for the development of industries connected with the prepara- 
tion of agricultural produce and for the proper exploitation 
of her valuable forest resources. 

§11. Rail-road co-ordination. — The development of roads, 
however, need not adversely affect the railways. In fact the 
railways will derive considerable benefit from such feeder 
roads. While road motor traffic has an advantage over the 
railways so far as lighter traffic and short journeys are con- 
cerned, the railways will be a more convenient and econo- 
mical form of transport for heavy loads and longer distances. 
On the whole, roads and railways are complementary to each 
other rather than competitive. In recent years increasing 
attention is being paid to the need for co-ordination of rail- 
road transport. The question was discussed by a specially 
convened Road-Rail Conference at Simla and was later (1937) 
examined by the Wedgwood Inquiry Committee. On its 
recommendation the Motor Vehicles Act waB passed by the 
Central Legislature (1939). It provides for the regulation of 
motor lorries and omnibuses so as to ensure their being run 
as a public utility concern by Transport Authorities estab- 
lished in each province. It also gives the Provincial Govern- 
ments power* to control road transport so as to avoid senseless 
competition between the railways and the roads. This new 
legislation is expected to result in establishing a co-or dinated 
system of transport. Road competition has been considerably 
curtailed owing to petrol rationing during the present war. 
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§12. New road policy. — A special Eoad Development Com- 
mittee was appointed in 1927 to consider India’s road prob- 
lems. The Committee emphasized the necessity of a compre- 
hensive road policy and of co-ordination of local programmes. 
It pointed out that road development was passing beyond the 
financial capacity of Provincial Governments and local bodies, 
and was becoming a national interest which should therefore 
to an increasing extent be a charge on central revenues. It 
also recommended that local bodies should receive more liberal 
financial assistance from provincial funds. 

In accordance with the Boad Committee’s recommenda- 
tions, the import and excise duties on motor spirit were 
increased from 4 to 6 annas per gallon in March 1929. The 
proceeds of the additional duty were allotted for expenditure 
on road development, being credited to a separate Boad Deve- 
lopment Account. The annual grant, after allotting 15% to 
the Government of India (till 1934 only 10%), is apportioned 
among the provinces on the basis of their respective petrol 
consumption. These grants are made for expenditure on such 
schemes as are approved by the Governor-General-in-Council 
with the advice of the Standing Committee on Boads of the 
Central Legislature. In, order to secure co-ordination in road 
matters, periodic Boad Conferences of provincial representa- 
tives with the Standing Committee on Boads are held. This 
policy was placed on a more or less permanent basis in 1934. 
A further Boad Besolution (1937) has empowered the Govern- 
ment of India to resume the share of a province if it fails to 
control and regulate motor transport within the province. 

Water Transport 

§13. Inland waterways. — -Water transport played an import- 
ant part in the carriage of bulky commodities before the era 
of railways, and even today it continues to play by no means 
a negligible part in inland trade. On the whole, however, 
in spite of the relative cheapness and certain advantages in 
the carrying of large cargoes, water transport has failed to hold 
its own in inland trade since the advent of the railways. 

Water transport falls under two divisions : (i) Inland 
waterways and (ii) Marine transport. Inland water trans- 
port is supplied by the great river systems of northern 
India. 1 The Indus, the Ganges and the Brahmaputra are 
navigable by steamers all the year round for hundred? 
of milan above their mouths or above the heads of navi- 
gable canals traversing their deltas. The tributaries of 

1 See eh. i, §4. 
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the Indus, the Chenab and Sutlej, are open to small craft 
all the year round. The rivers in the peninsula generally do 
not, however, lend themselves to navigation, as they are not 
perennial and pass through rocky beds. But the Mahanadi, 
the Godavari and the Kistna are navigable in their upper 
reaches. Inland navigation, which was largely reported to 
in the old days (e.g. the Ganges was a great natural highway 
of commerce) has received a setback since the appearance 
of railways. The Industrial Commission (1918) urged the 
co-ordination of railway and waterway administrations with a 
view to relieving the existing congestion in the railway system 
and meeting the needs of small-scale transport in the country. 
§14. Marine transport. — We have already referred to the 
extensive coast line of India. India appears by nature to 
be meant to be a sea-faring country and may well aspire to 
be one of the principal carriers of the world. 1 Till about the 
beginning of the nineteenth century she could be spoken of 
as a considerable maritime country. She had a flourishing 
shipbuilding industry, and the bulk of the commerce in the 
Indian seas was then carried in ships built in India. The 
introduction of iron-built ships, improvement of naval archi- 
tecture, and the jealousy of the English shipping interests 
brought about the decay of Indian shipping. India’s share 
in the coasting trade amounts only to 25%, and in the oceanic 
trade only to about 2%. This highly remunerative branch 
of business is at present controlled by foreign shipping com- 
panies, whose competition prevents the rapid development of 
an Indian Mercantile Marine. The adoption of devices of 
unfair or cut-throat competition such as deferred rebates, (i.e. 
the grant of rebates or refunds of a certain part of the freight 
paid at the end of a specified period, provided the shipper 
or merchant does not send his goods by any other line) and 
rate-cutting have hampered the development of Indian navi- 
gation companies in the coastal trade of India. The Indian 
shipbuilding industry is in no better position. 

§15. An Indian mercantile marine.— The need for the deve- 
lopment of an Indian mercantile marine was stressed by the 
Mercantile Marine Committee (1928), which recommended 
the reservation of the coastal trade for ships controlled by 
Indians. An .unsuccessful attempt was made in 1928 by Mr 
S. N. Haji to promote a Bill in the Central Legislature for 
the reserving of coastal traffic for Indian shipping, and a simi- 
lar fate attended fresh attempts made more recently (1937-8). 


1 See §20, and ch. i, §4. 
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On the recommendation of the Indian Mercantile Marine 
Committee the Government has, however, provided a training 
ship (I.M.M.T.S. Dufferin) for Indian cadets. 

The present war has emphasized the importance of every 
maritime country building its own ships in its own yards. 
Steps have recently (1941) been taken to establish an Indian 
ship-building yard at Vizagapatam by the Scindia Steam 
Navigation Company, which has received certain facilities 
from the Government of India. 

Air Transport 

§16. Air transport. — Since the war of 1914-18 civil aviation 
has made rapid progress and has initiated a far-reaching 
revolution in the transport system of the world. 

Interest in civil aviation in India was aroused by the in- 
auguration of a postal air-mail service between Karachi and 
Bombay largely on the initiative of Lord Lloyd, Governor 
of Bombay (1918-23). The inauguration of the French and 
Dutch air services across India, regular weekly Imperial Air- 
ways Service between England and Karachi (until its suspen- 
sion during the present, war), the introduction of the Empire 
mail-scheme and the general increase of civil aviation in all 
parts of the world have stimulated both the Government and 
the public. Besides the new Government Department of 
Civil Aviation, private enterprise has also come forward and 
there are at present ten aero-clubs which give instruction in 
aviation. There is a growing organization of trunk-air-lines 
in India. The Government of India have encouraged aviation 
by granting subsidies to the flying clubs in India with a view 
to reducing the high cost of training pilots and by instituting 
civil aviation scholarships. The value of aviation to business 
does not yet appear to be properly appreciated in India but 
the prospects are not altogether discouraging. 

The war has greatly increased the urgency of developing 
aviation in India and has led the Government to take more 
interest in it by way of expanding the Indian Air Force, 
which was started on a small scale in 1932, and by encourag- 
ing the establishment of an aircraft factory in Bangalore. 

Trade 

External Trade 

§17. History of India’s foreign trade.— As long ago as 300 b.c. 
India had established trading connexions with Babylon, Egypt, 
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Rome, Greece, China, Iran and Arabia. This early trade 
was in rare and costly commodities, the principal articles of 
export being fine textile manufactures, metal ware, ivory, 
perfumes, dye-stuffs, spices, etc., while the imports consisted 
of brass, tin, lead, wines, horses, etc., and of a large quantity 
of gold. The last item suggests an excess of exports over 
imports, which has always been a feature of India’s foreign 
trade. During the Mohammedan period, communications 
established with India through the North-West Frontier en- 
couraged the overland trade of India with Iran and countries 
to the north. Towards the end of the fifteenth century an 
all-sea route to India via the Cape of Good Hope was dis- 
covered by Vasco da Gama, and thus was established the 
fateful contact between the east and west. Four western 
European powers struggled for the monopoly of trade with 
India. These were Portugal, Holland, England and France. 
England was destined ultimately to triumph over the other 
nations, and the East India Company, which was formed in 
1600, succeeded in capturing the trade of India and inciden- 
tally became the first territorial power there. The nineteenth 
century witnessed a change as to the nature and the direction 
of India’s foreign trade and India came to export large quanti- 
ties of food-stuffs and raw materials, and to import, mainly, 
manufactured goods. 

§18. Growth of India’s foreign trade. — India’s foreign trade 
began to expand rapidly after 1869, when the Suez Canal was 
thrown open for navigation. The construction of railways and 
roads in the country also promoted the development of ex- 
ternal as well as internal trade. Exports increased from an 
average annual value of Rs. 55-86 crores for five years of trade 
during 1864-5 to 1868-9 to an average of Rs. 854 crores per 
year for the period 1924-5 to 1928-9. During the same period 
imports rose in value from Rs. 31-7 crores to Rs. 251 crores. 
The main causes of this growth were the establishment of 
peace and order, improved means of communication (includ- 
ing the laying of the submarine cables between Bombay and 
Suez) , the great improvements in naval architecture and rapid 
growth of mercantile marines in other countries, removal of 
internal customs barriers and transit duties in India, and the 
adoption of the^policy of free trade. For a long time Great 
Britain naturally occupied a predominant position in the 
Indian market. Since the close of the last century, however, 
Germany, Japan, the U.S.A., and other countries have come 
in as serious competitors of Great Britain. During the war 
of 1914-18, Japan and the U.S.A. greatly increased their share 
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in India’s foreign trade, and before the present war Japanese 
goods had been ousting not only British but even Indian .goods 
in our own markets. The war of 1914-18 gave a temporary 
setback to India’s foreign trade, especially to the import trade. 
The export trade did not suffer to the same extent as there 
was still considerable demand for India’s staple exports. The 
termination of the war was followed in India as in other coun- 
tries by a trade boom, which in turn was succeeded by a trade 
depression. After a temporary phase of recovery, during 
the years 1929-33 the world passed through an economic de- 
pression of unprecedented severity which seriously affected 
India’s foreign trade. The export trade suffered more than 
the import trade owing to a relatively much bigger drop in 
the prices of raw materials and food-stuffs as compared to 
manufactures and owing to diminished world demand for 
India’s staple exports. The export trade declined in value 
to Rs. 136 crores in 1932-3. The lowest value of import 
trade, namely Rs. 117 crores, was reached in 1933-4. Sub- 
sequently there was partial recovery following a general 
recovery in the world demand for primary commodities and 
raw materials. The value of the export trade (excluding 
Burma) during 1936-7 w'as Rs. 192 crores and of the import 
trade Rs. 144 crores. The balance of trade in private mer- 
chandise, which used to be greatly in favour of India in former 
years, shrank to Rs. 3 crores in 1932-3 but later partially 
recovered. This recovery received an unexpected setback with 
the advent of the business ‘recession’ in 1937-8, which also 
affected India’s foreign trade. 

§19. India’s foreign trade during the war period (September 
1939 onward). — The outbreak of the war in Europe in Sep- 
tember 1939 changed the Indian trade position and the whole 
outlook was transformed from pessimism into optimism. 
The total exports rose from Rs. 169 crores in 1938-9 to 
Rs. 214 crores in 1939-40. The total value of imports rose 
from Rs. 152 to Rs. 165 crores in the same year. The trade 
situation underwent deterioration in 1940-1 when imports 
declined in value to Rs. 160 crores and exports to Rs. 199 
crores. The following year, in spite of the dislocation of the 
international trade, exchange control restrictions in respect of 
exports and imports, growing shortage of coinage, .higher in- 
surance and freight rates, showed an appreciable improvement 
in trade more in respect of exports than imports. The increase 
in trade with Empire countries and with Allied countries like 
the U.S.A. has thus' compensated for the loss of the conti- 



110 ELEMENTS OF INDIAN ECONOMICS 

nental markets and latterly of the Japanese and other Far 
Eastern markets. 

§20. Main characteristics of India’s foreign trade. — The fol- 
lowing two tables (I and II) show the comparative importance 
of the principal articles imported into and exported from 
British India 1 in 1940-1 and two preceding years. * 

The most outstanding characteristic of India’s trade, is 
that the bulk of the exports from India consist of food-stuffs 
and raw materials, while the bulk of the imports consist of 
manufactured articles. Owing to the industrial development 
since the war of 1914-18 the percentage of exports of manu- 
factures to the total exports has recently shown a tendency 
to increase gradually. 

The present war, by accelerating the industrialization of 
the country, has strengthened the tendency of the percentage 
of exports of manufactures to total exports to increase. Con- 
trariwise there has been considerable increase in the imports 
of raw material, such as raw cotton, in the war period. 

Another characteristic of India’s foreign trade is that 
while the import trade consists of a wide range of articles, 
the export trade is restricted to a comparatively few great 
staples like raw cotton, jute, tea, oil-seeds, and food grains. 

The third noteworthy feature is that Great Britain holds 
a predominant position in our foreign trade, especially on 
the import side. On the export side, while she is the most 
important single customer, the aggregate of that trade is 
more evenly divided than the import trade between a num- 
ber of countries. 8 Lastly, India’s foreign trade normally 
shows an excess of exports (in merchandise) over imports, 
i.e. a ‘favourable’ balance of trade (see §24 for an explana- 
tion of this feature) considerably decreased in recent years. 3 
§21. Principal articles of imports and exports.— We shall 
now discuss the relative importance of commodities (i) on 
the import side, and (ii) on the export side. 

On the import side, cotton and cotton goods still hold the 
place of honour, though the percentage proportion of total 
imports has appreciably fallen owing to increased production 
of cloth in the country itself, and the disturbed political 
situation in recent years. The war has led to a further decline 
in the imports, of piece-goods and to an increase in home- 
production. The imports of cotton piece-goods, which for- 
merly came mainly from Lancashire, came from Japan before 
the freezing of Japanese assets in July 1941. Japan thus 
1 i.e. fhe foreign trade of ports in British India. 1 Bee also $99. 

* See Fart I, ch. zii, $4. 
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appreciably increased her share in the Indian market and 
was a serious rival of Lancashire as well as of the Indian 
mills. The imports of raw cotton are also increasing owing 
to the growing use of superior long-staple cotton in our mills. 

Grain, pulse and flour, machinery and mill-work — the im- 
ports of which have considerably fallen during the present 
war — mineral oils, vehicles, metals and ores, silk, dyeing and 
tanning substances, instruments, 'apparatus and appliances, 
wool, raw and manufactured, paper and pasteboard, chemi- 
cals, drugs and medicines, were other articles of import of 
considerable importance. 

TABLE I — Imports 1 

The following table shows the comparative importance of the principal 
articles imported into British India in the years 1938-9, 1939-40 and 1940-1. 


(In lakhs of rupees) 


! 

1938-9 

1939-40 

1940-1 

Percentage on 
total imports of 
merchandise in 
1940-1 

Cotton and cotton goods ... 


22,66 

22,10 

. 20,82 

13-28 

Grain, pulse and flour 


13,76 

21,80 

14,35 

9-15 

Machinery and millwork ... 

... 

19,06 

14,66 

11,16 

7-12 

Artificial silk 


2,24 

4,59 

5,44 

3-47 

Dyeing and tanning substances 


3,14 

3,61 


3-38 

Instruments, apparatus and appliances 

6,85 

6,58 

4,98 

8-18 

Wool, raw and manufactured 


9,82 

2,16 

4,28 

2-73 

Paper and pasteboard 


3,23 

3,46 

3,94 

2-52 

Wood and timber 


2,87 

2,70 

2,89 

1-85 

Provisions and oilman's stores 


2,48 

2,63 

2,26 

1-44 

Spices 


2,63 

2,54 

2,19 

1-40 

Drugs and medicines 


2,20 

2,61 

2,18 

1*40 

Hardware 


2,67 

2,26 

2,06 

1-32 

Liquors 


2,11 

2,19 

2,00 

1*28 

Silk, raw and manufactured 


1,94 

1,82 

1,72 

1-10 

Rubber manufactures 


1,40 

1,48 

1,66 

•99 

Tea chests 


90 

83 

1,34 

•86 

Tobacco 


1,04 

1»17 

1,34 

•86 

Paints and painters' materials 


89 

1,02 

1,02 

•65 

Fruits and vegetables ..« 


1,34 

1,21 

1,02 

•65 

Glass and glassware 


1,25 

1,02 

86 

•55 

Manures 


1,06 

1,26 

80 

•51 

Buildings and engineering materials. 

62 

56 

66 

•42 

Belting for machinery 

tt • 

49 

53 

62 

•40 

Stationery 

• •• 

67 

64 

57 

•36 

All other articles 

ft* 

68,16 

60,86 

61,43 

39-24 

Total value of imports 

• •• 

162,36 

186,28 

156,79 

1001 


Review of the Trade in India in 1940-1, p. 101. 







112 ELEMENTS OF INDIAN ECONOMICS 

TABLE II — Exports 1 

The following table shows the comparative importance of the principal 
articles exported from British India in the years 1938-9, 1939-40 and 1940-1. 

(In lakhs of rupees) 


— 

1938-9 

1939-40 

» 

1940-1 

Percentage on 
total exports 
of merchandise 
W 1940-1 

Jute, raw 

13,40 

19,83 

7,85 

l 

4-20 

Jute manufactures 

•26,26 

48,72 

45,38 

24-29 

Cotton, raw and waste 

Cotton manufactures 

24,67 

31,04 

24,45 

13-09 

7,12 

23,29 

8,57 

16,49 

8-83 

Tea 

26,31 

27,74 

14-85 

Seeds 

15,09 

11,89 

10,05 

5-38 

Leather 

5,27 

7,69 

5,98 

3-20 

Grain, pulse and flour 

7,54 

6,09 

5,91 

3-16 

Hides and skins, raw 

3,84 

4,11 

3,14 

1-68 

Tobacco 

2,75 

2,53 

2,88 

1-54 

Fruits and vegetables 

2,27 

2,37 

2,44 

1-31 

Wool, raw and manufactured 

3,85 

4,03 

2,37 

1-27 

Lac 

1,27 

1,91 

2,25 

1-21 

Bubber, raw 

71 

94 

92 

•49 

Bubbcr manufactures 

4 

9 

41 

•22 

Oilcakes 

3,01 

2,03 

84 

•45 

Coir 

96 

1,28 

77 

•41 

Hemp, raw 

72 

86 

76 

•41 

Spices 

78 

1,08 

75 

•40 

Provisions and oilman’s stores ... 

59 

71 

73 

•39 

Building and engineering materials 
other than of iron, steel or wood ... 

15 

31 

63 

•34 

Fish (excluding canned fish) 

69 

70 

63 

•34 

Dyeing and tanning substances 

59 

71 

54 

•29 

Boots and shoes 

22 

29 

50 

•26 

Manures 

37 

48 

46 

•24 

Paraffin wax 

36 

33 

35 

•19 

Drugs and medicines 

28 

33 

34 

•18 

All other articles 

16,70 

19,69 

21,30 

11-38 

Total value of exports ... 

162,79 

203,92 

186,86 

10000 


On the export side, jute and cotton are the most impor- 
tant commodities. While there has been considerable reduc- 
tion in the export of raw jute there has been a big increase 
in the export? of jute manufactures since the beginning of 
the war. Similarly while there has been a decrease in the 
value of raw cotton exported there has been an increase in 
the value of exports of cotton manufactures to several eastern 


Review of the Trade in India in 1940-1 , p. 124. 



TRANSPORT AND TRADE 113 

countries in consequence of the virtual cessation of supplies 
from Europe. Japan until the freezing of her assets in India 
was the principal buyer of our raw cotton. Other smaller 
buyers are the United Kingdom (Italy and Germany before 
the war) and China. The Lancashire mills have in recent 
years been making special efforts to use Indian cotton. 

Tea ranks next to cotton in our export list. 75% of the 
total quantity of tea produced in India was exported, mostly 
to the United Kingdom, which purchased 90*6% of our total 
exports in 1940-3. 

The export of oil-seeds occupied the fourth place among 
Indian exports in 1940-1. The principal seeds — linseed, 
groundnut, copra — were exported mostly to the continental 
countries before the outbreak of the present war. There has 
been a considerable drop in the exports of oil-seeds owing to 
the big reduction in the shipments of groundnuts following 
the loss of the continental market. 

Exports of hides and skim which ranked next in impor- 
tance have also shown a decline in 1940-1. 

Food grams came next. Their exports showed an increase 
in 1940-1, with the exception of rice. Other articles of impor- 
tance exported from the country are metals and ores, coal, 
mica, tobacco, foods and vegetables, lac, rubber, oil-cakes 
and spices. 

The trade figures for 1941 -‘2 indicate that imports of oil, 
especially mineral oil, topped the list of imports. Imports of 
raw cotton, vehicles, chemicals and dyes have been on the 
increase. Imports of machinery have barely maintained them- 
selves. On the export side, jute manufactures have continued 
to hold the first place in India’s exports; exports of tea now 
occupy the second place, cotton manufactures have risen from 
the seventh rank in 1938-9 to the third place in 1941-2. On 
the other hand there have been large reductions in the exports 
of raw cotton , oil-seeds and to a certain extent raw jute owing 
to the loss of the continental and Far Eastern markets. 

§22. Direction of India’s trade. — The percentage shares of 
foreign countries in India’s total import trade may first be 
considered. The United Kingdom’s share was 38-4% in 1936-7 
as compared with 64% in 1913-14. The decrease was due 
partly to the adverse effects of the war of 3914-18 and partly 
to increasing competition in the Indian market of rivals like 
Japan, the U.S.A. and Germany. The Ottawa preferences 
to imports from the United Kingdom were intended to help 
the recovery. Japan contributed as much as 17% to our 
imports, as compared with only 2*6% in 1913-14. In 1936-7 

ii — 15 
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Germany’s share was 9*7%. The United States supplied 
6-5% of our imports (as compared with 2*6% in 1913-14); 
Belgium’s share was 2*2%; Java’s 0*3%; France’s 0*9%; 
and Ceylon’s 1-4%. 

On the export side, the United Kingdom, as previously 
mentioned, was our biggest single customer and -took 32-2% 
of our total exports in 1936-7 as compared with 23-4% before 
the war. Japan took 15% of our total exports, the most 
substantial of her purchases being raw cotton. The United 
States of America followed with 9-5%. The shares of these 
countries before the war of 1914-18 were 9-1% and 8*7% 
respectively. Our trade with Japan thus considerably in- 
creased in exj)orts as well as imports. Germany took only 
4-7% in 1936-7 as compared with 10*6% in 1913-14. Ceylon’s 
share in 1936-7 was 3-8%, Italy’s 2-4%, France’s 3*9%, 
Belgium’s 3*6%, and Australia’s 1-6%. 

The following figures for the year 1940-1 bring out the 
effect of the present war and of the separation of Burma on 
the distribution of India’s overseas trade : 

On the import side , United Kingdom, 23*0%; Burma, 
18*2%; U.S.A., 17-3%; Japan, 13-8%; Straits Settlements, 
3-4%; Iran, Arabia, Iraq, Asiatic Turkey and Sumatra, 3-2%; 
Kenya and Zanzibar, 2-3%; Canada, 1-9%; China, 1-8%; 
Australia, 1-6%; Ceylon, 1-4%. 

On the export side , United Kingdom, 34-8%; U.S.A., 
13-9%; Burma, 8-7%; China, 5-3%; Japan, 4*8%; Austra- 
lia, 4-8%; Ceylon, 3-9%; France, 2*4%; Argentine, 2*2%; 
Straits Settlements, 1*8%; Canada, 1-7%; Union of South 
Africa, 1-6%; Iran, Arabia etc., 1-4%. 

Further changes in the direction of India’s trade occurred 
in 1941-2. Thus while the trade with France, the other conti- 
nental countries and Japan has totally ceased, trade with the 
Empire and allied countries has shown an increase, especially 
on the imports side. Both the export and import trade with 
the U.S.A. have shown a remarkable increase. 

§23. Re-exports. — India has a certain amount of re-export 
(entrepfit) trade. Being situated in the centre of the eastern 
hemisphere, she is fitted to act as a distributing centre, parti- 
cularly for those Asiatic countries which have no sea-board 
of their own. The re-exporb trade is mainly in manufactured 
articles, especially textiles, imported from the western coun- 
tries, which are taken by Iran, Muscat and East Africa. The 
principal article re-exported to western countries is raw wool, 
which is imported across the land frontier of India. The 
bulk of it goes to the United Kingdom. The total value of 



TRANSPORT AND TRADE 115 

the re-export trade was Es. 12 crores in 1940-1 as compared 
with Rs. 8-28 crores in 1937-8. 

§24. India’s balance of trade. — A large surplus of exports 
over imports of merchandise is, as already mentioned, a feature 
of India’s foreign trade. India’s average favourable (visible^ 
balance of trade in private merchandise was Rs. 78 crores 
in the five pre-war years, Rs. 76 crores during the five war 
years and Rs. 53 crores during the five post-war years ending 
1923-4. After rising during the next five years to Rs. 113 
crores it dropped to the low figure of Rs. 43 crores during 
the five years ending 1933-4. In the year 1932-3, it was 
only Rs. 3 crores, the smallest on record. Since then it has 
partially recovered, being 78 crores in 1936-7. In the year 
1937-8 it appreciably declined to Rs. 16 crores because of a 
considerable increase in the import trade, decrease in exports 
and the separation of Burma. During the period from Sep- 
tember 1931 to 31 December 1939, large exports of gold (over 
Rs. 351-40 crores) helped to maintain the visible balance in 
merchandise and treasure and enabled India to meet her large 
overseas obligations. The trade balance position substantially 
improved in the year 1939-40, when, mainly as a result of 
the war, the surplus of exports over imports was nearly Rs. 48 
crores as compared with about Rs. 17-5 crores in 1938-9. It 
declined to Rs. 42 crores in 1940-1. The improvement in the 
export trade in the following year raised the favourable balance 
of trade to Rs. 79 crores. 

§25. The ‘drain’ theory . — India’s habitual excess of exports 
over imports has given rise to the ‘drain’ theory, which at 
one time loomed large in economic discussions in the country. 
This excess has been looked upon by some people as a measure 
of the tribute paid by India to England owing to her political 
connexion. It is clear that for her various outgoings ( invisible 
imports such as interest on capital borrowed abroad, salaries 
and pensions of officers payable abroad, profits of bankers, 
and shipping and insurance companies) India receives some 
kind of return; but the question is whether the return is in 
every way adequate. In an elementary book like this- it is 
not possible to deal with the pros and cons of this controversy, 
and the interested reader must be referred to our larger work. 1 
Apart from the question of adequate return, it is clearly desir- 
able to lessen the amount of the Home charges and other 
debit items of India, say by reducing our borrowings abroad, 
by Indianizing the civil and military services, and generally 


1 Indian Economics , vol. II, ch. vi. 
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by encouraging the economic development of the country, and 
equipping it with its own banking, shipping and insurance 
organization. From this point of view we may welcome the 
very considerable reduction in the sterling debt of India, a 
result of the repatriation of sterling operations carried out 
especially since the commencement of the war. 1 * 

§26. Land-frontier trade. — In spite of her extensive land 
frontier of 5,000 miles, 2 India’s land-frontier trade is very 
limited owing to the existence of only a few openings or passes 
like the Bolan Pass on the North-West Frontier. There has 
from very ancient times existed a certain transfrontier trade 
with countries like Afghanistan, Central Asia, Iran, Nepal and 
Tibet. The principal imports are fruits, vegetables, nuts, 
raw wool, raw silk and living animals. The main exports are 
cotton goods, sugar, raw cotton, tea and leather manufactures. 

Internal Trade 

§27. Coasting trade. — The internal trade of India falls into 
two sections : (i) the coastal trade, and (ii) inland trade. The 
total coasting trade of India amounted to Bs. 73-9 crores in 
1939-40. The coasting trade between Burma and India — which 
has since its separation from British India in 1937 passed 
into the category of the foreign trade of India — is of special 
interest. Burma’s imports are coal, cotton piece-goods, jute 
bags, pulse and betel-nut, while its exports are rice, kerosene 
oil, petroleum, candles, teakwood and timber. In the foreign 
as in the coastwise trade of India, the principal ports are 
Bombay, Calcutta, Karachi, Madras, Cochin, Tuticorin and 
Chittagong, the first four being more important than the 
others. 

§28. Inland trade. — India, unlike the United Kingdom, is 
more vitally interested in her internal trade than in her ex- 
ternal trade, having regard to her big size, large population, 
vast and varied resources and the diversity of her physical and 
climatic conditions. The improved means of communication 
and transport have also greatly added to the volume of this 
trade. According to the official publication Inland Trade of 
India for 1920-1, the total trade was nearly Ks. 1,500 crores. 
This according to some critics is an under-estimate. The 
total quantity, of inland trade in the main commodities 3 was 

1 See also ch. vii. 2 Excluding Burma. 

* The principal articles of inland trade are the great staples of agriculture 
such as grain, oil-seeds, cotton, jute, tea; by-products of agriculture such 

as raw hides and skins; minerals like coal, salt and kerosene; wood and 
timber; and manufactures. 
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828,219,000 maunds in 1939-40 as compared with 628,464,000 
maunds in 1933-4. The importance of the inland trade is 
not always duly recognized, and disproportionate attention is 
paid to the external trade. There is a great need for a 
vigorous policy of fostering internal trade, especially since our 
external trade has latterly diminished considerably and is at 
the mercy of arbitrary forces which we cannot control. 

The principal trade centres of India, apart from the four 
principal ports of Calcutta, Bombay, Karachi and Madras, 
are : Cawnpore, Delhi, Amritsar, Agra, Lahore, Benares, 
Lucknow, Nagpur, Jubbulpore, Mirzapur, Madura, Gwalior, 
Dacca, Srinagar, Sholapur, Amraoti, Hyderabad (Deccan), 
Allahabad, Jaipur, Baroda, Bangalore and Mysore. 

§29. Commercial intelligence. — As compared with more ad- 
vanced countries like Germany, Japan and the United States, 
India’s commercial intelligence system and trade organization 
are poorly developed. Increasing attention is, however, now 
being paid to this matter. There is the official organization 
consisting of the Department of Commercial Intelligence and 
Statistics, also the Indian Trade Commissioners in London, 
Hamburg, Milan and Osaka (before the war), Mombasa (East 
Africa), New York, Alexandria and Sydney (Australia). 
There is also an Indian Trade Agent in Kabul for Afghan- 
istan. Besides these there are non-official bodies like the 
various European and Indian Chambers of Commerce which 
interest themselves in the industrial and commercial develop- 
ment of the country. It is needless to add that accurate and 
full information regarding foreign and inland markets and 
publicity regarding trade and production are essential for the 
proper expansion of our commerce and industry. t 


SUMMARY 

Transport 

The prosperity of a nation depends greatly on a good system of com- 
munication, which breaks down economic isolation and is the very life of 
trade. It is essential for the proper utilization of a country’s resources. 
The means of communication in India were very defective until the middle 
of the nineteenth century. A veritable economic revolution has been wrought 
since then by the construction of a network of railways and roads. 

Railways . — Indian railway history has passed through various phases. 
Between 1844 and 1869 railways were constructed and managed by British 
companies enjoying guaranteed interest. ThiB old guarantee system being 
found expensive waa abandoned for a short period (1869-79) in favour of 
State construction and 'management, which proved ineffective. The guarantee 
system was re-adopted in 1879. It was, however, considerably modified in 
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favour of the Government, which gradually acquired the ownership of most 
of the trunk railway lines, although management was largely left in the 
companies* hands. Railways, which were a losing concern until 1900, began, 
to yield steady profits, and in 1908 the programme system, under which- 
every year the State provided for a large capital expenditure on railways, 
was adopted. During the war of 1914-18 the railways suffered serious deteri- 
oration owing to the pressure of work and drastic reduction in the capital 1 
expenditure. A similar effect has been produced by the present war. 

On the recommendation of the Acworth Committee on Indian Railways, 
railway policy was overhauled. Provision was made for larger capital 
expenditure. Under the policy of management of railways by the State 
recommended by the Committee, the management of four trunk lines has 
been transferred to the State. The railway budget was separated from the 
general budget. Owing to the severe trade depression of 1929-30, the rail- 
ways had to face continual deficits and were unable to make their fixed 
contribution to the general revenues, between 1931-2 and 1936-7. Since then 
their financial position has improved particularly during the present war. 

There is a great need for further railway development in the country 
as many areas are still leading an isolated existence. 

Hoads . — Lord Dalhousie was responsible for a vigorous road policy as 
he was also mainly responsible for the railways. A Central Public Works 
Department and Provincial Public Works Departments were established, and 
trunk roads were constructed. Four such great roads exist, and also subsi- 
diary roads, the total mileage of extra municipal metalled roads being 64,070. 
The mileage of kacliha roads is 221,243. 

The advent of motor transport and its remarkable development in recent 
years have emphasized the need for moro and better roads, especially in rural 
areas where their deficiency is keenly felt. Railways and roads are largely 
complementary. A new road policy was adopted (1929-30) on the recom- 
mendation of the Road Development Committee, which is characterized by a 
co-ordination of local road programmes and grants by the Central Government 
for this purpose to the provinces out of a Road Development Account, to 
which the proceeds of an additional duty on petrol aro credited. 

The organization of the Central and Provincial Public Works Departments 
is described. 

Water transport . — Water transport falls into two divisions: Inland water- 
ways and Marine transport. Northern India is better served by natural 
waterways like the Indus and Ganges than peninsular India. Railways are 
a serious rival today to river transport. 

. In spite of her extensive coastline, a large volume o'f coasting and oceanic 
trade, and her reputation as a sea-faring country in the past, the present 
position of India's shipping and ship-building industries is very unsatis- 
factory. There is an urgent necessity to develop an Indian mercantile marine. 
The establishment of I.M.M.T.S. Dufjerin on which marine training is given 
to Indian cadets is a step in this direction. The recent (1941) establishment 
of an Indian ship-building yard at Vizagapatam is also to be welcomed. 

Air Transport 

Although air transport is. still in its infancy in India a certain amount 
of progress has been made and some of the principal towns are already 
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connected by airways, not to mention the air-services between India and the 
rest of the world, or passing through India in normal times. 

The war has given a further stimulus to aviation in India, as is shown 
by the expansion of the Indian Air Force and the establishment of the 
aircraft factory at Bangalore. 


Tbade 

India's foreign trade is very ancient in origin. Early trade was in rare 
and costly commodities. A large quantity of gold was even then imported. 
During the Mohammedan period the overland trade of India received a 
stimulus. Internal communication was also improved. The discovery of an 
all-sea route to India brought the western European nations into touch with 
India, and in the struggle for the Indian trade which followed, England came 
out as the victor. The nature of India’s trade underwent a change and 
she came to export raw materials and food-stuffs and to import finished 
goods. From 1850 onwards, the progress of railway and road construction 
in India and the opening of the Suez Canal gave a fillip to India’s foreign 
trade. Towards tho end of the last century India’s trade with countries 
other than the United Kingdom (i.e. Germany, the U.S.A. and Japan) began 
to increaso rapidly. Tho war of 1914-18 adversely affected India’s foreign 
trade. After a temporary recovery, that trade received an even more serious 
setback as the result of the world economic depression. Since 1933-4 a 
partial recovery occurred \yith the exception of a temporary setback due 
to the ‘recession’ of 1937-8. 

The present war has naturally affected India’s trade. The adverse effects 
produced in 1940-1 were largely counteracted in 1941-2 owing to increased 
trade with Empire and Allied countries like the U.S.A. 

The main characteristics of India's foreign trade are preponderance of 
manufactured goods on the import side and of raw materials and food- 
■stuffs on the export side (this tendency has received a welcome partial cor- 
rective during the present war); wide range of imports as compared with a 
restricted list of staple exports; predominant position of the United King-^ 
■dom; and excess of exports over imports of merchandise. 

The principal imports are oils, cotton manufactures, machinery and mill 
work, metals and ores, grain, pulse and flour, vehicles (motor) and instru- 
ments. Sugar now occupies an insignificant position. 

The chief exports are jute (raw and manufactured), cotton (raw and 
manufactured), tea, seeds, grain, pulse and flour, leather, metals and ores, 
hides and skins (raw), wool, oil-cakes, etc. 

Great Britain's important position is indicated by the fact that her share 
in imports was 23*0% and in exports 34-8% in 1940-1. Before the outbreak 
•of the present war she had to meet with increasing competition from Japan, 
the U.S.A., Germany, etc., but the present war has resulted in an increase 
in India’s foreign trade with Empire countries. The distribution of the export 
trade is more even than that of our import trade. The separation of Burma 
from British India in 1937 has had a notable effect on the distribution of 
India’s foreign trade. 

The volume of India’s re-export trade and land-frontier trade is at present 
^very small. 
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Before the trade depression of 1929-33 India used to have a large trade 
balance in her favour, but, owing to the serious reduction in her export 
trade in merchandise during the years of depression, this trade balance 
appreciably decreased. The total balance was maintained by large exporta 
of gold. 

The trade balance has m^ved considerably in India’s favour since the 
outbreak of the present war. * 

The usual excess of exports over imports of goods has .given rise to- the 
’drain' theory. 

The internal trade of India includes the coasting and inland trade. The 
internal trade of a country of India’s size and varied resources is much 
greater than the external trade. It needs to be still further developed. 

The commercial intelligence system and trade organization in India are 
poor when compared with those of other countries. There has been some 
improvement in recent years. 
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INDIAN CURRENCY, PRICES AND BANKING 

The Indian Currency System 

§1. A brief history of the rupee. — Before the introduction, 
in 1835, of a uniform rupee as the sole legal tender in India, 
both gold and silver coins were in use. India was thus for 
a long time virtually on a bimetallic standard. Silver rupees 
were largely in circulation in Northern India under the 
Mohammedans, while gold coins had an important circula- 
tion in Southern India, for instance, the gold pagoda in the 
Madras Presidency. The gold mohur had a limited circulation 
in Northern India. At the beginning of the nineteenth cen- 
tury there were numerous gold and silver coins in circulation 
owing to the absence of a single central power in India. 
Gradually, as the result of currency reform effected by the 
East India Company, a uniform rupee weighing 180 grains 
(a tola)^Jths fine (i.e. 165 grains of pure silver and 15 grains 
of alloy) came to be established by 1835. Gold coins were 
at the same time demonetized, and the mints opened to the 
free coinage of silver. The Indian system thus came to be 
one of silver monometallism (silver standard), instead of the 
bimetallic system which had formerly prevailed. 

This arrangement lasted till 1893, when the mints were 
closed to the free coinage of silver on private account on the 
recommendations of the Herschell Committee. This step was 
taken to meet the grave financial embarrassment of the Gov- 
ernment of India arising from the fall in the gold price of 
silver and consequently in the gold exchange-value, of the 
rupee since 1871. This increased their rupee liabilities in 
respect of the Home charges payable in sterling or gold in 
England. The gold value of the rupee, which was about 2s. 
in 1871, fell to about Is. 2d. in 1892. The falling rupee 
also affected adversely our foreign trade and the investment 
of foreign capital in India. As free coinage was stopped 
from 1893 the rupee gradually rose to Is. 4d. by 1898 and 
was fixed at that level on the recommendation of the Fowler 
Committee. In 1899 the British sovereign was made legal 
tender in India side by. side with the rupee at the rate of 
i>l=Rs. 15 or Re/l = ls. 44. 

§2. The Gold Exchange Standard.^— The Fowler Committee 

ii — 16 
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had recommended a Gold Currency Standard for India, and 
a gold mint. But for various reasons what the authorities 
had ultimately come to adopt was the Gold Exchange Stan- 
dard 'as explained in Chapter X (§15) of Part I. The value 
of the Indian rupee was kept at Is. Ad. through the sale in 
London of rupee drafts (Council Bills) on the Govefnment 
of India by the Secretary of State on the one hand, and on 
the other, through the sale of sterling drafts (called Reverse 
Councils), drawn on the Secretary of State and payable in 
sterling or gold in London against tender of rupees to the 
Government of India. The sale of both kinds of drafts was 
effected at rates approximating to Is. Ad., allowing for the 
cost of importing gold into and exporting gold from India 
respectively. 1 

There were two different currency reserves maintained 
by the Government. One was the Gold Standard Reserve 
(established in 1900), consisting of the profits, on fresh coin- 
age of rupees issued to the public by the Government of 
India. The bulk of it was held in London and was mostly 
invested there in sterling securities. Sterling drafts (Reverse 
Councils) were sold in India against this reserve during the 
exchange crisis of 1907-8 in order to support the rupee. The 
other reserve was the Paper Currency Reserve, partly held 
in India, and partly in London, as more fully explained 
below. 2 Council Bills were sold partly against the Paper 
Currency Reserve in India and partly against the cash balances 
of the Government of India. The Chamberlain Commission 
of 1913-14 recommended the continuation of this system (the 
Gold Exchange Standard) although public opinion in India 
strongly desired a Gold Currency Standard. 

The Indian currency system suffered considerable distur- 
bance during the years of the war (1914-18). The price of 
silver in sterling rose so high that it became profitable to 
melt the rupee coins. . The Government, therefore, raised the 
exchange-value of the rupee by successive steps and carried 
it to 2 s. Ad. (in December 1919). It should be noted in 
this connexion that since 1893 the rupee had come to be a 
token coin, its bullion or intrinsic value being less than its 
legal value of Is. Ad. Thus before the war its intrinsic value 
was about 10d., -while its legal value was 16d. Silver having 
further fallen in value, the intrinsic value of the rupee today 
is only about 8d. 

The Babington Smith Committee, appointed in 1919, 

1 See Part I f cfa. xii, §16. a See (8. 
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recommended a 2s. gold rupee. They thought that the rise 
in the value of silver had come to stay and that, in order to 
maintain the token character of the rupee, the high rate they 
recommended was essential. The Government’s attempt (in 
1920) to keep the rupee stable at this rate by the sale of 
Reverse Councils failed, and the rupee was left to itself for 
some time. 

§3. Gold Bullion Standard. — In 1925, the Hilton-Young Com- 
mission was appointed. It recommended the Gold Bullion 
Standard for India instead of the Gold Currency Standard 
which was favoured by the Finance Department of the Gov- 
ernment of India and by several Indian witnesses who gave 
evidence. The Commission also recommended a gold value 
(8-47 grains) for the rupee corresponding to Is. 6 d. (gold), 
although there was a strong opinion in the country in favour 
of the pre-war ratio of Is. 4 d. (i.e. 7*53 grains of gold). This 
gold value was to be maintained by the proposed Reserve 
Bank of India as the new currency authority, which was, 
like the Bank of England, to buy and sell gold bullion in 
quantities of not less thap 400 ounces or 1,065 tolas. Thus 
anyone who took 22,629 rupees to the Reserve Bank was to 
obtain 400 ounces of gold in the form of bars (the rate being 
approximately Rs. 21-7-9 for a tola of gold allowing for the 
cost of transporting gold to London). 

In March 1927, accordingly, a new Currency Act was 
passed which provided for the Is. 6d. ratio as recommended 
by the Hilton-Young Commission. Until the establishment 
of the Reserve Bank the Government of India was to be in 
charge of the currency system and was to sell gold, or, at 
its option, sterling exchange (i.e. drafts payable in sterling in 
London) in quantities of not less than 400 ounces of gold 
at the rate of Rs. 21-3-10 for a tola of gold, the sterling rate 
being Is. 5£| d., allowing for the cost of transport of gold 
from Bombay to London. It was also to issue rupees and 
notes against gold in the form of bars containing not less 
than 40 tolas (or 15 oz.) of fine gold, at the rate of Rs. 21-3-10 
(Is. 6d. per rupee). The sovereign ceased to be legal tender, 
although the Government undertook to give. Rs. 13-5-4 for 
every, sovereign received. Some approaches towards the Gold 
Bullion Standard were thus made, its introduction in a full- 
fledged form being .postponed .till after the establishment of 
the Reserve Bank. 'Till then the Government could sell 
sterling exchange (as it did in practice) on London, instead of 
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delivering gold itself in India. To that extent it was still a 
Gold Exchange Standard. 

§4. The rapee linked to sterling. — This system remained in 
operation until 20 September 1931, when England went off 
the Gold Standard and India followed suit. As announced 
at the same time by the Secretary of State, the rupee was 
linked to sterling at Is. 6 d. , which remains the current official 
rate today. The Reserve Bank of India Act of 1934 has 
legalized this rate and made the Bank responsible for main- 
taining the rupee at Is. 6d. For this purpose, the Bank has 
to buy sterling in India at a rate not higher than Is. 6 j^d. 
for a rupee and sell sterling for immediate delivery in London 
at a rate not below Is. 5f|d. for a rupee, provided the amount 
of sterling in both cases is not less than ,£10,000. India’s 
present monetary standard is thus the Sterling Exchange 
Standard. The Reserve Bank Act, however, provides for the 
submission of a report by the Reserve Bank on the future 
monetary standard best suited to India when the international 
monetary position becomes sufficiently clear and stable. 1 
§5. The ratio controversy. — Recent Indian currency history 
has been characterized by a prolonged controversy regarding 
the proper rate or ratio to be adopted for the rupee in terms 
of sterling. The Hilton-Young Commission (1926) argued 
that at the ratio of Is. 6 d., which they recommended, prices 
in India had already attained a substantial measure of adjust- 
ment with world prices, so that any change in the ratio would 
mean widespread economic disturbance. The criterion sug- 
gested by the Commission is universally accepted : the differ- 
ence of opinion was not on point of principle but on point 
of fact. A strong body of opinion held that the ‘substantial 
adjustment’ assumed by the Commission had not in fact 
occurred, and if ‘widespread economic disturbance’ was to 
be avoided a lower ratio, preferably the old ratio of Is. 4 d. , 
should be adopted. The question is a most controversial one 
on which it is impossible to achieve unanimity. One of the 
things, however, that we must bear in mind is that if a 
certain ratio has been maintained for a fairly long time, the 
presumption is that wages, prices, etc. have become adjusted 
to it and that it would be unwise to disturb it unless condi- 
tions have obviously changed again, necessitating the adop- 
tion of some other ratio. Another thing to be borne in mind 


1 See also §6. 
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is that the reactions, good or bad, 1 of a given change in the 
ratio are of a temporary character, though people often argue 
as if the advantages and disadvantages would continue to 
accrue indefinitely. 2 In 1938, an unsuccessful attempt was 
made by non-official members of the Central Legislative As- 
sembly to secure an alteration of the rupee ratio. 

§6. The sterling link and exports of gold.— There are two 
other currency controversies in India today. One is regard- 
ing the linking of the rupee to sterling mentioned in §4 above. 
It is argued against the sterling link (which means the Ster- 
ling Exchange Standard again) that India should not tie its 
currency to that of any one country, since in that case she 
has to share in the economic fluctuations to which that 
country may be subjected. It is further contended that the 
sterling link (Is. 6 d.) gives British goods a preference in 
Indian markets and deprives India of the freedom to devalu- 
ate (reduce the ratio of) her rupee (in terms of sterling and 
other currencies) so as to raise the rupee prices for the benefit 
of her agriculturist population. In defence of the sterling 
link it is maintained that India, being a debtor country with 
large sterling liabilities (Home and other charges) to be met 
annually, cannot with advantage sever the link between the 
rupee and sterling and leave the rupee to itself. It is also 
held that fixity of sterling is very convenient to our foreign 
trade, the bulk of which is with sterling-using countries. In 
any case, as already pointed out, the Sterling Exchange Stan- 
dard is regarded as a temporary arrangement to last only so 
long as world monetary conditions continue to be unstable. 

The other controversial question relates to the large exports 
of gold from India since Great Britain went off the Gold 
Standard in September 1931, which had exceeded Its. 351*40 
crores by the end of December 1939. 1 As pointed out in 
the previous chapter they have, to some extent, taken the 
place of the exports of goods and have served to maintain 
the favourable balance which is essential if India is to meet 
her liabilities abroad. The price of gold in rupees (as in 

1 Prima fade a higher ratio (i.e. 1*. 6 d. as compared to 1*. 4 d.) t it is 
argued, is favourable to the importer and adverse to the exporter, because 
the importer has to pay fewer rupees for a given sterling debt, while the 
exporter receives fewer rupees for a given sterling claim. .The higher 
ratio further lightens the burden (in rupees) pf the Home charges so far aa 
the Government is concerned, while the lower ratio adds to it. 
a See Part I, ch. xii, §17. 

* Later figures are not available. 
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sterling) had greatly increased even before the commence- 
ment of war in September 1939, being about Rs. 37-8 per tola 
as compared with Rs. 22 before the exports commenced; this 
tempted those who hoarded gold to sell it, and the high world 
price led to its export. Also, owing to economic depression, 
many persons were compelled to part with their gold. This 
was called ‘distress gold’. How much of the gold exported 
was ‘distress gold’ is a matter for argument. Some critics 
took an alarmist view of these exports of gold and advocated 
the levy of a tax on exports of gold or their complete prohi- 
bition, with a view to keeping the gold in the country and 
strengthening the gold reserves of the Reserve Bank of India. 
The objection to this is that it would be very costly to buy 
gold at the high rate prevalent then and that such purchases 
would further lead to a great deal of speculation. 

§7. The paper currency system.— We shall now give a brief 
account of the paper currency system in Indul. The Paper 
Currency Act of 1861 established Government monopoly of 
issuing currency notes payable to the bearer on demand. The 
three Presidency Banks 1 had the privilege of issuing their 
own notes payable to bearer on demand. These, however, 
had only a very limited circulation. Government Currency 
Notes were issued in denominations of Rs. 5, 10, 50, 100, 
500, 1,000, and 10,000. The country was divided into seven 
circles (Calcutta, Bombay, Madras, Cawnpore, Lahore. 
Karachi and Rangoon). Notes were legal tender only in their 
respective circles of issue and convertible into rupees at the 
Currency Offices. In order to popularize them, they were 
gradually made universal, i.e. legal tender throughout India : 
now all except the highest (Rs. 10,000) are universal notes. 
Facilities for converting the notes into rupees at the various 
Government Treasuries and branches of the Imperial Bank 
of India were also extended to the holders of notes. 

§8. The paper currency reserve. — Until 1920, the paper cur- 
rency reserve held against the currency notes was regulated 
on the British model of 1844, i.e. the fixed fiduciary reserve 
system. 1 Thus before the war of 1914-18 the maximum 
reserve which could be invested in securities was Rs. 14 crores 
(10 crores being rupee securities of the Government of India 
and 4 crores, sterling securities in England). The remainder 
was held partly in silver coins (including bullion), and partly 
in gold (coin and bullion). A portion of the gold was held 
in London, all the coined rupees being held in India. Before 


* See §19. 


* See Pert I, ch. xi, §18 (i). 
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the war the total gross circulation of notes issued was Rs. 
66:12 crores. During the war (1914-18) it was greatly in- 
creased and stood at Rs. 180 crores at the end of 1919. Much 
of this increase was effected against sterling securities (British 
Treasury Bills) which were transferred to the Secretary of 
State for India in London in payment of war expenditure 
incurred by the Government of India on behalf of the British 
War Office. The maximum permissible invested Beserve stood 
at Bs. 120 crores in September 1919. Bs. 100 crores of this 
was in British Treasury Bills. 

In 1920, on the recommendation of the Babington-Smith 
Committee, the proportional reserve system was adopted, the 
Paper Currency Act of that year providing for a 50% metallic 
reserve against notes. The same Act authorized the issue of 
‘emergency’ currency during the busy season (when owing 
to the harvesting and marketing of crops there is a large 
seasonal demand for currency) up to Bs. 5 crores, 1 as a loan 
to the Imperial Bank against the security of inland trade bills 
( hundis ) accepted by the Bank. 

§9. Transfer of note issue to the Reserve Bank. — As recom- 
mended by the Hilton-Young Commission, the issue and 
management of paper currency were transferred to the 
Beserve Bank of India on its inauguration in April 1935. 
Reserve Bank of India notes were first issued to the public 
in India in January 1938, when supplies of Bs. 5 notes 
became available. Rs. 10 notes were introduced in February 
and Rs. 100 and Rs. 1,000 notes in May 1938. The Bank 
has decided not to issue Rs. 50 and 500 notes, as their cir- 
culation is negligible. The existing Government Currency 
notes will be eventually replaced by these new notes which 
are guaranteed by the Government of India and, like the 
old notes, are convertible into rupees on demand. The old 
separate Gold Standard and Paper Currency Reserves have 
been amalgamated into one Currency Beserve which has 
been transferred to the Beserve Bank’s Issue Department 
(which, as in the Bank of England, is to be kept separate 
from the Banking Department). In the Beserve Bank of 
India Act of 1934, it is provided that not less than 40% of 
the assets of the Beserve held against notes, shall consist 
of gold coin, gold bullion, or sterling securities, theamouni 
of gold coin and bullion being not less than Bs. 40 crores 
in value. The amount of rupee securities of the Government 
of India shall not exceed 25% or Rs. 50 crores, whichever 


1 The limit was raised to Bs. 12 crores in 1923. 
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amount is greater. The remaining assets may be held in 
rupee coin and commercial bills of exchange and promissory 
notes payable in India. Not less than JJths of the gold shall 
be held in India. The Bank is authorized to reduce the Gold 
Reserve below 40% under certain circumstances, and must 
in that case pay a tax on the deficiency. 

§10. Subsidiary coinage. — Apart from full legal tender stan- 
dard coins (the silver rupee and half-rupee) and notes, there 
are in India certain subsidiary coins, which are all legal tender 
up to one rupee, namely, the four-anna and two-anna silver 
and nickel pieces, the one-anna nickel piece, and the various 
bronze coins — the pice (J anna), the two-pice (J anna) and 
the pie (j^anna). 

§11. Indian currency during the present war. — The Indian 
currency and the financial system stood the strain at the 
outbreak of the war remarkably well and confidence in the 
paper currency was generally maintained. The rupee-sterling 
exchange has also remained firm in the neighbourhood of 
Is. 6 d., thanks to the large holding of sterling securities by 
the Reserve Bank of India in consequence of the favourable 
balance of trade and the sterling payments received in England 
for war purchases made in India. There has been a remark- 
able expansion of paper currency, the active circulation of 
which increased from Rs. 186 crores in September 1939 to 
Rs. 413 crores at the end of June 1942. The sterling secu- 
rities in the currencv reserve stood at Rs. 262 crores in June 
1942. 

Following the adverse war developments in May and June 
1940 there was a heavy demand on the Reserve Bank for the 
■encashment of notes into rupee coins and the Government 
found it necessary to issue one-rupee notes through the Re- 
serve Bank to relieve the situation. These notes are to be 
treated as if they were coin. Another measure adopted for 
conserving the silver resources of the country is the lowering 
of the standard of the fineness of the silver content from^Jths 
to £ of the four-anna piece, the half-rupee and the rupee itself. 

Restrictions have been imposed on the export and import 
of gold and measures of exchange control for regulating deal- 
ings in foreign exchange have been instituted and put into 
force through the agency of the Reserve Bank of India. 

Prices in India 

§12. Movements of Indian prices.— The table below indicates 
the general course of prices in India since 1861, the year 1873 
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being taken as the basic year. The general index number 
is based on the wholesale prices of 39 articles (28 exported 
and 11 imported articles). 


INDEX NUMBER8 OF PRICES IN INDIA 
(Price in 1873 = 100) 


Year 

General Index 
Number for 39 
articles 

Year 

General Index 
Number for 39 
articles • 

1861 

90 

1923 

215 

1865 

107 

1924 

221 

1870 

102 

1926 

216 

1875 

94 

1928 

201 

1880 

104 

1929 

203 

1885 

87 

1930 

171 

1890 

100 

1931 

127 

1895 

104 

1932 

126 

1900 

116 

1933 

121 

1905 

110 

1934 

119 

1910 

122 

1935 

127 

1913 

143 

1936 

125 

1914 

147 

1937 

136 

1916 

184 

1938 

132 

1918 

225 

1939 

142 

1919 

276 

1940 

163 

1920 

281 

1941 (July) 

200 

1921 

236 




We indicate below the general character of the price move- 
ments between 1861 and 1893. 

(i) Rising prices (1861-7). — The American Civil War. 
led to a scarcity of cotton for the Lancashire mills. The 
resulting high price caused a great influx of precious metals 
into India and extensive coinage of silver rupees, which was 
followed by a considerable rise of prices in accordance with 
the quantity theory of money. 1 

(ii) Falling prices (1866-83). — Except for a sudden jump 
in the prices of food-stuffs between 1876 and 1879 owing to 
a great famine, prices were; falling between .1866 and 1883. 
The general fall in earlier years may be regarded as a reaction 
against the previous high prices, and in later years, as a 
counterpart of the general downward movement of prices in 
western countries. This was attributed to the slackening of 
gold production at a time when there was increased demand 

1 See Part I, ch. x, 

ii—17 
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for it, and to the growing volume of trade under the stimulus 
of improvements in the arts of production. 

(iii) Rising jrrices (1883-93).— The fall in prices was 
arrested in India owing to the fall in the price of silver, 
causing heavy rupee coinage before the mints were closed in 
1893 and the consequential depreciation of the rupee. The 
output of silver outpaced the production of commodities and 
ushered in an era of rising prices, which may be regarded 
as continuing right up to 1920 (except for the brief interval 
1893-9 when prices went down somewhat because of the 
contraction of currency due to the closing of the mints). 

§13. Rising prices from 1890 to 1912. — In 1912 the Govern- 
ment of India appointed Mr K. L. Datta to inquire into the 
causes of the rise in prices. The period covered by the inquiry 
was 1890-1912, during which time there had been a general 
and continuous rise in prices throughout India, particularly 
since 1905. The Index Number of Prices (taking 1890-4 as 
the base period— 100) rose to 116 in 1905, and to 141 in 1912. 
During this period prices indeed rose all over the world, but 
the rise was higher in India than anywhere else. 

(i) Causes peculiar to India . — According to the Prices 
Enquiry Committee the causes of this rise which were pecu- 
liar to India were (a) shortage in the supply of agricultural 
products and raw materials; ( b ) increase in the demand for 
these commodities; ( c ) development of railways and other 
communications in India, in consequence of which the rise 
in prices in one part of the country was felt in other parts; 
(d) improvement in the general monetary and banking faci- 
lities and increase of credit; and ( e ) increase in the volume 
of the circulating medium. Currency inflation (under the 
Gold Exchange Standard) on account of the excessive coinage 
of rupees on occasions (e.g. in 1905-7) to pay off the Council 
Bills sold by the Secretary of State was one of the important 
causes of the rise in prices in India. 

(ii) World factors. — Prices in India also rose during this 
period owing to the operation of the following world factors : 
(a) shortage in the supply of, and increase in the demand for, 
Staple commodities in the world’s markets; ( b ) the increased 
supply of gold., from the world’s mines; ( c ) development of 
bredit; (d) destructive wars and larger standing armies and 
havies. 

§14. Prices during the war of 1914*18.— The tendency of 
prices to rise was greatly accentuated during the years 1914-20 
by the conditions created by the war. Prices rose all over 
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the world, largely on account of the general inflation of cur- 
rency. 1 In India itself there were large issues of new rupees 
and currency notes to liquidate the trade balances in favour 
of India and to meet the war expenditure incurred by the 
Government. Taking prices in 1914 as 100, the Index Num- 
ber of Calcutta wholesale prices rose to 201 in 1920. This 
rise, while it was unprecedented for India, was smaller than 
in Germany, France or even England. One reason for this 
was that the inflation of currency was far less in India. The 
prices of food grains and raw materials rose Bharply because 
of the increased demand for them from the Allies, and partly 
also because of agricultural scarcity in India in 1918 and 
1920. The prices of imported goods like cloth and glass rose 
because of the serious shortage of imported manufactured 
articles. 

§15. Slump in prices. — Having reached their maximum in 
1920, prices began to decline from 1921 in India as in the rest 
of the world, following the contraction of currency, increased 
production and revival of trade. 

The downward movement of prices was greatly accelerated 
after the Wall Street collapse in America (October 1929), 
which is usually regarded as the beginning of the last prolong- 
ed world economic depression. The great drop in prices all 
over the world during the years of the crisis (1929-33) has been 
attributed partly to the shortage and maldistribution of gold, 
which led to contraction of currency and credit, and partly 
to overproduction in comparison with the normal rate of con- 
sumption, of raw materials as well as of manufactured 
articles, especially of raw materials. The fall was greater in 
agricultural countries like India than in industrial countries 
like England. As compared with 1914 (100), the Calcutta 
wholesale price Index Number for September 1929 was 143. 
In September 1931, when Britain went off the Gold Standard, 
the Index Number had come down to 91, i.e. actually below 
the pre-war level. Owing to the rupee being linked to sterl- 
ing, prices rose for a time and the Index Number stood at 98 
in December 1931. This advantage was not maintained, and 
the Index Number fell to 88 in the following December (1932). 
In March 1933 it dropped to 83, but thereafter the. price level 
steadied itself and in December 1933 the index number stood 
at 89. After fluctuations within a narrow margin for the next 
two years, there was an improvement in prices owing to the 
world-wide' re-armament campaign and boom conditions, esper 


1 See Fart I, -ch. z, $38 (iv). 
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cially during the first eight months of 1937 when the index 
number stood at 105. As a result of the ‘recession' the price 
index dropped to 94 in April 1938. Subsequently there was a 
limited recovery, the index figure rising to 100 in September 
1939. 

§16. Rise of prices during the present war.— The outbreak 
of the war in September 1939 was followed in India as in 
most other countries by a general rise in commodity prices. 
Barring the temporary setback to the prices in 1940 following 
the loss of the continental markets, the Calcutta index num- 
ber has shown an upward tendency, having risen to 115 in 
1939-40, 119 in 1940-1 and 144 in 1941-2. It stood at 182 
in June 1942. The prices of food grains and of manufactured 
articles have risen still higher. In order to check speculation 
and profiteering, the Government have instituted price-control 
of necessaries of life since the outbreak of the war. Dis- 
location of normal sources of supply, seriouS transport diffi- 
culties, increased cost of production, diminished imports, 
extensive purchases by Government, speculation and private 
hoarding and above all the very tremendous increase in the 
volume of paper currency are the main causes of the rise in 
prices during the war. 

§17. Effects of rising and falling prices in India. — We have 
already discussed the effects of rising and falling prices 1 and 
the conclusions reached are of course applicable to Indian 
conditions. We may, however, make a few supplementary 
remarks. It is sometimes argued that India, being a debtor 
country, benefits from high prices and stands to lose by low 
prices, especially of the articles she exports. The cultivators, 
who form the bulk of the population, benefit from high prices 
and suffer when prices are low as today. There are, however, 
one or two considerations which must be borne in mind in 
this connexion. In the first place, there is no guarantee that, 
when prices rise, the cultivator will be able to realize in 
practice all the possible advantages. His profits, it is well 
known, are liable to be intercepted by a variety of middle- 
men. Then again, to the extent that the cultivator consumes 
the produce he raises, he is not affected either by high or 
low prices. There is no doubt, however, that the cultivator 
suffered immensely during the years 1929-38 owing to the 
big drop of prices. His fixed charges (namely, land revenue, 
rent, interest, etc.) became more burdensome, and his pur- 
chasing power was greatly reduced. The middle-class persons 


1 See Fart I, ch. x, $84. 
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living on fixed incomes in India suffered during and after the 
war of 1914-18. During the years of the economic depres- 
sion, the prevailing low prices offered them a welcome relief, 
but on the whole they did not escape the adverse effects of 
the depression, owing to the difficulty of finding employment. 
Falling prices also prejudicially affected the manufacturing 
and commercial classes by reducing their profit margins. 
Similarly, in the case of the wage-earners, although real wages 
might have gone up owing to falling prices, the employment 
available became smaller in volume and more irregular in 
character. 

The falling prices during the nine years 1929-38 produced 
other serious effects on the economic life of the country. The 
reduction in the purchasing power of the agriculturist had 
injurious reactions on industrial enterprises, professional 
classes, internal and external trade, and on public finances. 
The rising prices during the war have considerably altered 
the situation. The great increase in the cost of living has 
created hardship for the middle class and especially the wage- 
earners, and relief in the form of dearness allowances has had 
to be granted to the latter' class. On the other hand the agri- 
culturist has on the whole not gained by the war owing to 
the temporary setback to the prices of certain agricultural 
staples like cotton and oil-seeds and this, together with the 
shortage of food grains, has made it necessary as well as pro- 
fitable to grow more food-crops in the country. 

Indian Banking 

§18. The main constituents of the Indian money market. — 

The money market and the banking system of India are 
made up of the following principal constituents : (i) the Re- 
serve Bank of India, (ii) the Imperial Bank of India, (iii) the 
Foreign Exchange Banks, (iv) the Indian Joint-Stock Banks 
on European lines and (v) the indigenous bankers called by 
different names in different parts of the country (e.g. Shroffs, 
Multanis, Chettis, Banias, Marwaris, Mahajans, Sahukars). 
The first four constitute the central part or the. European 
money market; the last is the bazaar part or indigenous 
money market. Co-operative Banks occupy a middle posi- 
tion. Other smaller constituents of the money market are 
Postal Savings Banks, Land Mortgage Banks, Industrial 
Banks, and indigenous credit agencies like Loan Offices in 
Bengal and Nidhis and Chit Funds in the Madras Presidency. 
We shall' now consider the more important constituents of 
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the Indian money market, but before we do so it is necessary 
to give a brief history of banking in India. 

§19. Indigenous banking. — Indian banking is as ancient as 
Indian commerce. From times immemorial the country has 
been served by its indigenous bankers, and the hunt#, 1 which 
is their principal credit instrument and which is analogous 
to the western bill of exchange, has been in use in this country 
for several centuries. India possessed a system of indigenous 
banking many centuries before the science of banking was 
developed in Europe. Although the early Mohammedan in- 
vasions of India initiated a period of disturbance, indigenous 
banking continued to flourish during the Mogul period. The 
indigenous bankers performed numerous functions. They 
accepted deposits, gave loans, acted as State financiers and 
mint officials, changed money, dealt in hundis , and financed 
the trade of the country. The East India Company for a 
time patronized them. Towards the end "of the eighteenth 
century several circumstances appeared which were adverse 
to their continued prosperity, such as the political disorder 
in the country; the competition of the European Agency 
Houses in Calcutta and Bombay, which also did banking 
business and received the patronage of the East India Com- 
pany; the establishment of European types of banks such as 
the Presidency Banks; and the introduction of a uniform 
currency which hit one important part of their business, 
namely money-changing. The indigenous bankers, however, 
have managed to survive in spite of these difficulties. They 
continue to be indispensable to the rural community and 
satisfy the banking needs of about 90% of the people. The 
Indian banker is to be found in almost every village, town 
and city in the country. He finances the agriculturist, the 
petty artisan and small trader, assists in the movements of 
the crops to the consuming areas or to the ports, and helps 
in the distribution of all kinds of goods in the interior of the 
country. He accepts deposits, although unlike the modern 
bank he does not usually allow them to be operated by means 
of the cheque. He issues, buys, and sells hundis , either for 
remitting funds from one centre to another, or for financing 
trade. His c&ntact with European or the joint-stock banks 
in the country is very slight. Ordinarily, he operates in the 
money market with his own funds independently of them, 
and indeed often competes with them. But during the busy 


1 See Fig. 1. 
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season, when he has laid out all his funds, he borrows addi~ 
tional funds from the Imperial Bank or other banks in the 
commercial towns and gets the necessary accommodation 
either by having his hundis discounted by these banks or by 
borrowing against the security of promissory notes or goods. 


Specimen op a Hundi (translated) 
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Fig. 1. 


* A shahjog hundi is payable only to a shaft, i.e. a respectable person 
known in the bazaar: it does not correspond to a 'bearer* cheque, and in 
point of safety is comparable to a crossed cheque. 
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The Imperial Bank and other joint-stock banks extend these 
facilities only to well-known shroffs who are on their list of 
approved borrowers. During the busy season, therefore, the 
bazaar hundi rates charged by one shroff to another follow 
the bank rate or money rates charged by banks, being higher 
than the latter. During the slack season, however, Tihe situ- 
ation may be the reverse. 

Since the Reserve Bank is now established as the central 
currency- and credit-controlling authority for the whole 
country, it is thought necessary that the Bank should have 
a more intimate contact with the indigenous bankers, so as 
to be able both to help them and to control their banking or 
credit operations more or less as in the case of the Scheduled 
Banks. 1 As required by the Reserve Bank of India Act (1934) 
the Bank recently (1937) submitted proposals in this behalf. 
But the conditions laid down by the Bank as regards the 
owned capital, winding up of non-banking business, keeping 
of accounts, etc., were not acceptable to the indigenous 
bankers, and the problem thus remains unsolved. 

§20. The European system of banking.— The European sys- 
tem of banking was first introduced in India by the Agency 
Houses of Calcutta which had a banking side as an aid to 
the conduct of their main business of commerce. The Bank 
of Hindustan, promoted by Messrs Alexander & Co., is 
believed to be the first purely banking institution on European 
lines. 2 The Agency Houses came to grief in the commercial 
crisis of 1829-32. On their ruins arose the Union Bank, 
which in turn disappeared in 1848. Until 1860, when the 
principle of limited liability was recognized for the first time, 
the progress of banking was slow. The financial crisis in 
Bombay caused by the cotton boom of 1865, and the fall in 
the exchange value of the rupee, prevented substantial pro- 
gress from being achieved. After 1905, the rate of progress 
was quicker owing to the enthusiasm created by the swadeshi 
movement. Unfortunately many of the newly started banks 
fell into inexperienced hands and disappeared in the banking 
crisis of 1913-14. Then came the war which greatly strength- 
ened our banking system and reinforced the valuable lesson 
taught by the earlier bank failures, namely the need for main- 
taining an adequate cash reserve against liabilities. The 

1 See §21. 

2 The establishment of the Presidency Banks from 180$ onwards and of 
the Exchange* Banks from about the middle of the nineteenth century is 
referred to in the following sections. 
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post-war boom gave a stimulus to the establishment of new 
banks, but the inevitable depression adversely affected them 
and again quite a number of banks failed in 1923. In 1929-31, 
a comprehensive banking inquiry was carried out through the 
agency of a number of Provincial Banking Enquiry Com- 
mittees whose work was co-ordinated by a Central Banking 
Enquiry Committee. After long delays, the Reserve Bank 
of India, which had been recommended as early as 1926 by 
the Hilton-Young Commission, was established in April 1935, 
and it is hoped that it will reorganize our money market and- 
make it more unified and stronger than it has been in the 
past. 1 

§21. The Reserve Bank of India. — The idea of starting a 
Central Bank for India is nearly a century old. 2 The East 
India Company promoted the establishment of what were 
known as Presidency Banks at the three Presidency towns — 
at Calcutta in 1806, at Bombay in 1840 and at Madras in 
1847 — partly for meeting the banking needs of India’s grow- 
ing trade and partly for supplying its own banking require- 
ments. The project of starting a great all-India bank, mooted 
in London in 1836, proved abortive. The proposal to amalga- 
mate the three Presidency Banks was first made in 1867, 
but largely owing to mutual jealousies among the Banks it 
could not be carried through. The question was discussed 
from time to time, until at last the bank failures of 1913-14 
and the war of 1914-18 brought home the urgent necessity 
of expediting the establishment of a Central Bank. Accord- 
ingly, by the Imperial Bank Act of 1920, the three Presi- 
dency Banks were amalgamated into the Imperial Bank of 
India in 1921, which was also invested with limited central 
banking functions. The Bank established a hundred new 
branches in fulfilment of its agreement with the Government 
of India, and in fact the stipulated minimum has been ex- 
ceeded, and the Bank now controls 161 branches. It was the 
principal authority for controlling credit by the machinery 
of the Bank Rate (i.e. the rate charged by the Bank on 
demand loans against Government securities). The Hilton- 
Young Commission, however, recommended the establish- 
ment of an altogether new bank on the ground that the 
Imperial Bank was largely a commercial bank with numerous 

1 Reference has already been made to the starting of the Co-operative Banks 
and Land Mortgage Banks in ch. iii, §§22 and 24. 

J We have already discussed the functions of Central Banks and their credit 
policy in Part I, ch. xi, §§20-5. 
n—18 
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branches and that it should be left free to pursue its career 
as the supplier of modern banking facilities throughout the 
country. Accordingly, Sir Basil Blackett introduced his first 
Reserve Bank of India Bill in 1927. Owing, however, to 
acute differences of opinion regarding the ownership of the 
Bank and the constitution of the Central and Local *Boards, 
the first Bill as well as the second Bill (1928) had to -be 
abandoned. 1 Finally, as recommended by the Round Table 
Conference, the Reserve Bank of India Act was placed on 
the Statute Book in 1934 and the Bank was formally inaugu- 
rated on 1 April 1935. 

The Reserve Bank of India is a shareholders’ bank. Its 
capital, fully paid-up, is Rs. 5 crores divided into shares of 
Rs. 100 each. It has at present five Local Head Offices at 
Bombay, Calcutta, Madras, Delhi and Rangoon, and five 
separate share registers are maintained. The Bank is required 
to establish a London branch, and steps have been taken to 
that end. The general management of the Bank is entrusted 
to a Central Board of Directors which consists of 16 members 
as follows : the Governor and two Deputy-Governors appoint- 
ed by the Governor-General-in-Council after considering the 
recommendations of the Central Board; four Directors nomi- 
nated by the same authority (to represent the general tax- 
payer and important economic interests in the country); eight 
Directors elected on behalf of the shareholders on the various 
registers; and one Government official. There are also Local 
Boards to advise the Central Board. No Director of the 
Central Board or member of a Local Board can also be a 
member of the Central or of a Provincial Legislature — a clause 
that had been responsible for the bitter controversies and 
delays over the earlier Reserve Bank Bills. 

Turning now to the functions of the Reserve Dank, it may 
accept deposits without interest, and purchase (rediscount) 
and - sell bills of exchange and promissory notes endorsed 
(signed) by the Scheduled Banks, 2 3 or by Provincial Co-opera- 

1 The- controversy raged round twp issues : (i) whether the Reserve Bank 
should be a State bank (owned by the State) or a shareholders* bank, and 

(ii) whether members of Central and Provincial Legislatures should be 
allowed to be on tHe Central and Local Boards of the Reserve Bank. The 
official bills proposed a shareholders* bank free from political influence as 
recommended by the Hilton-Young Commission. 

3 These are banks (62 in number), each with a paid-up capital and reserve 
of Rs. 5 lakhs and over, shown in a separate schedule to the Reserve 
Bank Act. 
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tive Banks. In the case of commercial transactions, these 
bills and promissory notes must be such as will fall due for 
payment within 90 days after the date of purchase, but in 
the case of seasonal agricultural operations or marketing of 
crops, a longer interval of nine months is allowed. The 
Reserve Bank has to buy sterling from and sell sterling to 
the Scheduled Banks. It may also advance short-term loans 
to them, as also to the Central and Provincial Governments, 
Indian States, and local authorities. It can purchase and 
sell Government securities, or silver and gold bullion on 
account of the Government. It can borrow money for short 
periods of a month or less from the Scheduled Banks. It 
is authorized to issue Bank Notes payable to the bearer on 
demand. It is also empowered to carry out open-market 
operations 1 by directly purchasing or selling, in the open 
market, eligible paper (bills of exchange and promissory 
notes) or sterling, or by making direct loans and advances to 
the public. This power is intended to enable the Bank to 
control the volume of credit and make its credit or Bank 
Rate policy effective. 2 

The Reserve Bank of India is not permitted to transact 
certain types of business. It is, for instance, prevented from 
engaging in trade or having a direct interest in a commer- 
cial or industrial undertaking, or from advancing money on 
immovable property, or from allowing interest on deposits. 
The last prohibition is intended to prevent the Reserve Bank 
from competing with the ordinary commercial banks. 

The Central Banking functions of the Reserve Bank may 
now be briefly noticed. It has to transact Government busi- 
ness (to receive moneys and make payments for the Govern- 
ment), and to carry out its exchange, remittance and other 
banking operations including the management of the public 
debt. The Bank has the sole right of issuing notes. As 
already stated, as the currency authority, it is required to buy 
and sell sterling with a view to maintaining the exchange 
value of the rupee provisionally at Is. 6 d. sterling. Every 
Scheduled Bank is required to maintain with the Reserve 
Bank balances amounting to not less than 5% of its demand 
liabilities and not less than 2% of its time liabilities. This 
is intended to enable the Reserve Bank to centralize the 

1 See Part I, ch. xi, §34. 

* The Bank Bate is now the standard rate at which the Reserve Bank is 
prepared to buy or discount bills of exchange or other commercial paper 
eligible for purchase. It is thus a discount rate. 



[ Issue Department 
(In lakhs of rupees) 



Burma notes are shown in brackets. * Includes cash and short-term securities. 

Capital paid up Bs. 5 crores and Beserve Bs. 5 croree. 
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banking reserves of the country and thus to control the issues 
of credit by the Scheduled Banks. The latter have also to 
submit weekly returns of their business to the Reserve Bank. 

The Imperial Bank has been appointed the sole agent of 
the Reserve Bank for a period of fifteen years, and has to 
manage the Government’s Treasury business at its upcountry 
branches. 

The Reserve Bank itself is required to make a weekly 
return to the Governor-General-in-Council of the accounts of 
its Issue and Banking Departments. The table on page 140 
presents a statistical picture of the affairs of the Reserve Bank, 
in its Issue and Banking Departments since its inauguration 
and also shows the striking expansion in note circulation 
during the present war. 

As provided for in the Reserve Bank Act, the Bank has 
already established a special Agricultural Credit Department 
whose main functions are to study all questions of agricultural 
credit, give expert advice to the Government and Provincial 
Co-operative Banks, and to co-ordinate the operations of the 
Bank in connexion with agricultural credit and its relations 
with Provincial Co-operative Banks and any other bank en- 
gaged in the business of agricultural credit. The Department 
has already published two reports on agricultural credit and 
made a number of recommendations for the strengthening of 
co-operative credit in rural areas. 

Now that the Reserve Bank has been established, it is 
hoped that India’s money market will be properly reorganized 
and unified and will be free from its old defects, such as lack 
of close connexion between its various parts, dual control of 
currency and credit by the Government and the Imperial 
Bank, seasonal monetary stringency and high money rates, 
and the very poor use of bills or hundis (i.e. the lack of a 
bill market for India). It will also generally strengthen the 
Indian banking system , especially when further steps are 
taken to establish a more intimate contact between the Re- 
serve Bank and the indigenous bankers. It may be added 
that the working of the Reserve Bank of India during the 
first seven years of its existence largely justifies the claim 
that it has inaugurated a new era of financial stability, bank- 
ing reform and extension and improvement of the money 
market in India. It has succeeded in reducing the seasonal 
fluctuations in the money rates and in generally lowering the 
interest rates in the money market. It has also given in- 
direct stimulus to the extension of banking facilities in the 
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country. It has not so far succeeded in bringing under its 
control the indigenous bankers in the country. 

§22. The Imperial Bank of India. — Since the establishment 
of the Reserve Bank, the Imperial Bank of India has become 
the premier commercial bank of the country. Owing to its 
appointment as the sole agent of the Reserve Bank (which 
in practice means that it is in charge of Government balances) 
it still remains subject to the special Act by which certain 
restrictions are placed on its activities. For instance, it 
cannot make loans for a period longer than six months, or 
against the primary security of immovable property such as 
land. It is, however, now free from certain old restrictions 
on its business, such as the prohibition to receive deposits or 
raise loans in England and to deal in foreign exchange busi- 
ness. The Bank can receive deposits, and advance and lend 
money and open cash credits against Government securities, 
State Railway Bonds, debentures of a Municipality or Local 
Board, or against goods and promissory notes signed by two 
independent persons or firms. It can draw, accept and dis- 
count and sell bills of exchange and other negotiable securities, 
grant letters of credit and administer estates as executor. 

The Imperial Bank has more branches (over 160) than any 
other bank in India. It has three Local Head Offices, one 
at each of the Presidency towns, which are managed by 
Local Boards. There is also a Central Board of Directors 
for the general superintendence of its affairs and business. 
This Board consists of the President, and Vice-Presidents 
of the Local Boards, one person elected from among them- 
selves by the latter, a Managing Director and a Deputy 
Managing Director appointed by the Central Board, two per- 
sons nominated by the Governor-General-in-Council, and 
Secretaries of the Local Boards. 

The capital and reserve of the Bank is Rs. 15 crores. The 
fully paid-up capital is Rs. 5*62 crores, the Reserve Fund 
is Rs. 5*62 crores, and total deposits amounted to about 
Rs. 127 crores in May 1942. It is required to publish a 
weekly statement of its assets and liabilities. 

§23. Exchange Banks. — There were in all 20 Exchange Banks 
operating in India in the year 1940. All of them have their 
head offices abroad and operate in India through branches. 
The most important (as many as eight) are British banks. 
Other countries who have trading relations with us in normal 
times and have Exchange Banks in India are the U.S.A., 
Japan, Holland and Portugal. The Exchange Banks are 
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officially classified as : (i) those doing considerable business 
in India (having 25% or more of their deposits in India) , 
such as the National Bank of India or the Chartered Bank 
of India; (ii) those which are merely agencies of large banks 
doing business all over Asia (i.e. having less than 25% of 
their deposits in India), such as the Yokohama Specie Bank 
or the Bank of Taiwan. Indian Joint-Stock Banks have at 
present a negligible share in the foreign exchange business, 
owing to lack of adequate capital, absence of branches in 
foreign centres, and above all the strong competition of old- 
established and powerful foreign Exchange Banks. The first 
Indian Exchange Bank (Central Exchange Bank of India), 
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Fig. 2. — Foreign Bill of Exchange 


For greater safety, foreign bills are usually sent in duplicate, called the 
First and Second of Exchange. 

opened in London under the aegis of the Central Bank of 
India, Was amalgamated with Barclays Bank Ltd., London. 

The main business of the Exchange Banks is financing 
the foreign trade of India by the purchase and discount of 
foreign bills of exchange. These are mainly export bills 1 
which are bought (or discounted) by these banks from ex- 
porters in India, They are afterwards sent to London and 


1 See Fig. 2. 
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are there rediscounted with the London banks. Against their 
London sterling balances, which are increased by purchases 
of export bills in India, the Exchange Banks sell sterling to 
the Reserve Bank of India, which has to remit in sterling 
large sums on Government account to enable the Secretary 
of State to meet the Home charges. Other persons, *like the 
importers, or guardians of students studying abroad, also buy 
sterling drafts on London from the Exchange Banks. These 
Banks import gold or export gold according as the balance of 
trade in merchandise is in favour of or against India. 

In the financing of the import trade of India the more 
active part is played by the branches of the Exchange Banks 
outside India. The share of the Indian branches in this 
business consists primarily in collecting the import bills 
(drawn on Indian importers) at maturity and in furnishing 
their head offices and branches abroad with information as 
to the means and standing of the Indian importers on whom 
bills are drawn by their creditors abroad. 

Over and above foreign exchange business, the Exchange 
Banks are also doing a growing volume of ordinary banking 
business and are thus competing with Indian Joint-Stock 
Banks. Some of them have for this purpose branches in the 
interior, as for instance at Cawnpore or Delhi, and are thus 
taking part in the financing of the inland trade of India also. 
They have succeeded in attracting large deposits in India 
(Rs. 85-57 crores in 1940) and the Indian Joint-Stock Banks 
have to face these new formidable rivals even in their own 
field of ordinary banking and inland trade finance. 

In order to increase the share of Indians in the financ- 
ing of the foreign trade of the country, the Central Banking 
Enquiry Committee has proposed firstly, that Foreign Ex- 
change Banks should be required to take out licenses with a 
view to subjecting them to some control, and secondly, that 
a private Indian Exchange Bank enjoying State aid should 
be started, should the Imperial Bank fail to expand the 
foreign exchange business in which it is now free to engage. 
§24. Joint-Stock Banks. — We have already referred to the 
recent growth of Joint-Stock Banks in India. 1 As in Eng- 
land, these are mainly commercial banks and give short-term 
credit only. They receive deposits, discount local bills, open 
cash credit accounts, advance loans against stock exchange 
securities, grain or cotton, buy and sell shares and transact 
miscellaneous banking business. On 31 December 1940 there 


1 See $18. 
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4 

were in all 58 Joint-Stock Banks with capital and reserve of 
Rs. 5 lakhs and over. Their paid-up capital was Rs. 9-09 
crores, reserve and rest Rs. 5*57 crores, deposits Rs. 113*98 
crores, and cash balances Rs. 26*26 crores. The total num- 
ber of banks with capital and reserve between Rs. 1 lakh and 
5 lakhs was on the same date 122, their paid-up capital 
Rs. 1*67 crores, reserve and rest Rs. 0*76 crore, deposits 
Rs. 11*04 crores, and cash balances Rs. 2*24 crores. The 
most important Joint-Stock Banks in India (India’s Big Five 
as they may be called) are the Bank of India, the Central 
Bank of India (which is a remarkable example of a successful 
bank owned and managed by Indians), the Punjab National 
Bank, the Bank of Baroda and the Allahabad Bank. 

Since the bank failures of 1913-14 the question of regulat- 
ing the Joint-Stock Banks in India has engaged a good deal 
of attention. These failures were due to low cash balances, 
small paid-up capital, lack of experienced and trained manag- 
ers, unsound advances, and in a few cases to fraud. The 
Central Banking Enquiry Committee recommended the enact- 
ment of a special Bank Act, since the old Indian Companies 
Act (1913), which applied t,o all types of joint-stock companies, 
was thoroughly inadequate for regulating banks. The amend- 
ed Indian Companies Act (1936) includes some additional 
provisions for regulating banking companies. It may be 
noted that, after the banking crisis in South India in 1938, 
the Reserve Bank put forward proposals in 1939 for the regu- 
lation of banks in India through a comprehensive Bank Act. 
The proposed legislation has been held up owing to the condi- 
tions created by the war. 

§25. Indian banking during the war. — Although at the out- 
break of the war in September 1939 banks in India were 
called to meet hurried withdrawals of deposits, on the whole 
the Indian banking system stood the first shock of the war 
well. Thereafter the bank deposits showed a steady increase 
barring a temporary declining tendency in May and June 
1940. As in the case of the last war, the present war has 
had the result of strengthening the cash position of banks 
in India. Unlike, however, the war of 1914-18, the present 
war has not produced tight money and a high bank rate, 
thanks to the rigorous control over interest rates by monetary 
authorities in India and England. 

§26. Other types of banks. — We have already dealt with Co- 
operative and Land Mortgage Banks. 1 There are hardly any 


Ii— 19 


1 See ch. iii, §§20-2 end 24. 
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special banking organizations in the country for providing 
long-term loans to industries for purchasing machinery, erect- 
ing factory buildings, etc. There is a great need for this 
type of bank, as was pointed out by both the Industrial Com- 
mission and the Central Banking Enquiry Committee. The 
latter recommends the establishment of Provincial Industrial 
Corporations assisted by the Provincial Governments and of 
an all-India Industrial Corporation. Under the State Aid to 
Industries Acts (as in Madras, the Punjab and Bengal), loans 
are given by the Government to industries, but these are 
mainly restricted to small cottage industries, and the need 
for Industrial Banks for meeting the long-term capital require- 
ments of large-scale industries remains unsatisfied. 1 

Reference may be made here to Postal Savings Banks , 
which were opened in all parts of India in 1882 and 1883. 
These banks provide the lower middle classes with a secure 
means of depositing their small savings, for which the general 
balances of the Government constitute a sufficient security. 
In 1938-9 there were 12,109 Postal Savings Banks, the num- 
ber of depositors was 4,240,791, and the total deposit balances 
with the Government totalled Rs. 81-94 crores. The amount 
declined to Rs. 51-39 crores in 1941-2 partly owing to the 
lowering of the rate of interest allowed on these deposits to 
1%% and partly owing to the withdrawals during the war. 
These deposits can be withdrawn at any time subject to cer- 
tain restrictions. The maximum amount of deposits per year 
is limited to Rs. 750 and the total deposit to the credit of 
an individual account is limited to Rs. 5,000. Amounts of 
As. 4 and above can be deposited and money can be with- 
drawn once a week. 

Since 1917 the Post Office has come into contact with the 
savings of the people in another way through the five-year 
Postal Cash Certificates which are issued in various deno- 
minations ranging from Rs. 10 to Rs. 1,000. The total 
amount of Postal Cash Certificates outstanding on 31 March 
1942 was Rs. 39-19 crores, as compared to Rs. 65-98 crores 
in 1934-5. The decline may be attributed to the lowering of 
the interest rate to 2£%, withdrawals during the present war 
and the diversion of savings into the comparatively more 
attractive Defence Savings Certificates, yielding 3J% com- 
pound interest, introduced during the present war. No one 
person can hold Postal Cash Certificates of value exceeding 
Rs. 10,000. 


See however ch. iv, §5. 
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§27. The hoarding habit. — The habit of hoarding to which 
the Indian people are supposed to be addicted has given rise 
to a good deal of controversy. India has been described as a 
bottomless sink for the precious metals, gold and silver. 
These hoards have been estimated at £1,000 million. It is 
clear that the use of gold for industrial and domestic purposes 
is not confined to India and is found even in European coun- 
tries. Further, the total amount is not large considering the 
vast population of India. The recent large exports of gold 
from India go to show that when necessary Indians do bring 
out their hoards, which are therefore not lost to the world for 
all time. The hoards are held in scattered, individually in- 
significant amounts. The use of gold and silver is enforced 
by custom and plays an important part in social ceremonies 
sanctioned by religion and tradition. The habit of hoarding, 
although its extent is exaggerated, must nevertheless be ad- 
mitted to exist. Its principal cause is found in the sense of 
insecurity of life and property engendered by the numerous 
invasions to which India was subjected in the past. Formed 
in times of insecurity, the habit has to some extent continued 
to survive in times of well-established peace and security. 
The illiteracy of the population and the absence of adequate 
banking facilities are other obstacles in the path of reform. 

For inducing people to put their hoards to productive uses 
it is very necessary to devise suitable measures such as exten- 
sion of the Postal Savings Banks; multiplication of Co-opera- 
tive Societies; issue of gold certificates (i.e. repayable in gold); 
a more extended use of the co-operative and other cheques; 
general extension of banking facilities; and the establishment 
of National Savings Associations (as in England) which aim 
at promoting thrift and at familiarizing the small saver with 
safe and profitable modes of investment. The removal of 
illiteracy, the reform of social and religious customs through 
education, and the progress of general enlightenment should 
also help. 

§28. Need for more banks. — Compared with other countries, 
banking facilities in India are most inadequate. On 31 De- 
cember 1940 there, were in all only 2,074 banking offices, 
including branches and agencies, throughout the whole of 
India. Less than 400 towns out of a total of 2,755 are served 
either by a bank or branch or agency of a bank. It is, there- 
fore, very necessary to follow a vigorous policy of establish- 
ing joint-stock and co-operative banks and multiplying their 
branches under the supervision and guidance of the Beserve 
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Bank of India. The services of indigenous bankers should 
also be fully utilized. They should be appointed as agents 
by the joint-stock banks and their methods of business should 
be revised and modernized. 

SUMMARY 

The Indian Currency System 

The present rupee , containing 180 grains (one tola) of silver Ji ths fine, 
was made sole legal tender throughout British India in 1835, and gold 
was demonetized. The Silver Standard thus established remained in ope- 
ration until 1893, when the mints were closed to the free coinage pf silver 
owing to the fall in its prices and the consequential fall in the gold exchange 
value of the rupee. In 1899 the British gold sovereign was made legal 
tender at the rate of ift = Bs. 15. Before the war the Gold Exchange 
Standard was in operation in India, the rupee being kept fixed at Is . 4 d. 
sterling (which in practice meant Is. 4 d. gold). The ^method adopted was 
to sell Council Bills or Beverse Councils as required. During the war the 
price of silver rose, and the exchange value of the rupee was raised by suc- 
cessive steps to 2s. 4 d. The attempt to stabilize it at 2s. gold failed. 
Thereafter the rupee was left to itself. The Hilton-Young Commission 
recommended the adoption of the Gold Bullion Standard. It also proposed 
that the rupee be given a gold value of 8-47 grains, equivalent to Is. 6d. 
gold. The latter rate was accordingly made legal by the Currency Act pf 
1927, which also gave the option to the Government provisionally to sell 
sterling exchange instead of gold bullion in lieu of rupees. In September 
1931, when Great Britain gave up the Gold Standard, India followed suit. 
The rupee was then linked to Is. 6 d. sterling and thus once again the 
Sterling Exchange Standard was introduced. This standard has been made 
legal by the Keserve Bank of India Act (1934) which also requires the 
Bank to make a report on the permanent monetary standard suited to 
India when world monetary conditions become more normal. The Beserve 
Bank is the new currency authority in the country. The previous two 
separate currency reserves, namely the Paper Currency Beserve, and the Gold 
Standard Beserve (created in 1900 out of profits on rupee coinage), have 
been amalgamated and entrusted to the Beserve Bank, which has tp issue 
and regulate paper currency (Bank Notes) and maintain the exchange value 
of the rupee at 1$. 6 d. There has been during the last fourteen years 
much controversy regarding the ratio, and there is still a considerable 
volume of opinion adverse to Is. 6d. and in favour of Is. 4 d. t or a still 
lower rate. The linking of the rupee to sterling as also the large gold 
exports during the .last eight years have also been subjects of keen controversy. 

The Indian Paper Currency system was established by the Papen Currency 
Act of 1861. Until its recent (April 1985) transfer to the Beserve Bank, 
it was a monopoly of the Government, which alone could issue notes and 
was responsible for maintaining their convertibility into rupees. For this 
purpose a separate Paper Currency Beserve was maintained on the fixed 
fiduciary issue plan. Except for a maximum amount of fiduciary (invested) 
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reserve, the remainder had to be held in metal (i.e. silver and gold co in 
and bullion). Part of the reserve was invested in sterling securities. 
During the war there was a considerable expansion of paper currency and 
of the sterling securities held in the reserve. In 1920, on the recommen- 
dation of the Smith Committee, the Proportional Reserve System was 
adopted, and the Paper Currency Act of that year provided for a 60% 
metallic reserve. It also permitted the issue of emergency currency to the 
Imperial Bank during the busy season against the security of inland trade 
bills. As recommended by the Hilton-Young Commission, the function of 
note issue has recently been transferred to the Reserve Bank, which must 
hold under the Reserve Bank Act a 40% Gold Reserve (gold bullion and 
sterling securities) which may, however, be lowered temporarily on payment 
of a tax. 

The notes are of the following denominations : Rs. 6, 10, 50, 100, 600, 
1,000 and 10,000. All except the last are universal notes, i.e. legal tender 
throughout British India, the last being legal tender in its respective circle 
of issue only. 

In addition to rupees and notes, there are subsidiary silver, bronze and 
copper coins which are legal tender only for small amounts not exceeding 
a rupee. 

The Indian currency system has stood the strain of the war faiily well 
and has tided over temporary panic created in April-June 1940. A striking 
expansion of paper currency, issue of one-rupee noteB, lowering of the 
standard of fineness of all the silver coins including the rupee, the firm- 
ness of the rupee-sterling exchange, restrictions on export and import of 
gold and exchange-control are the principal features of the war-time Indian 
currency system. 


Prices in India 

Rupee prices in India have varied from time to time, as shown by the 
General Index Number of prices with 1873 as the basic year and by the 
Calcutta Index Number of wholesale prices. The rise of prices, which had 
already been evident in the pre-war period and had formed the subject of 
a special inquiry in 1912, became particularly marked during the war period. 
Before as well as during the war, it was mainly the result of currency 
inflation. Before the war, apart from certain world factors which made for 
a rise in prices, there was extensive rupee coinage. During the war, besides 
a large addition to the rupee coinage, there was a considerable issue of 
notes. The cost of living increased, and this adversely affected the position 
of the middle-class people and wage-earners. On the other hand, the business 
community benefited by the rise in prices. Under Indian conditions, how- 
ever, the possible benefit to the agriculturist is intercepted to a considerable 
extent by middlemen and moneylenders. 

The big drop of prices , which was such a marked feature of the world 
depression, was particularly disastrous to agricultural countries like India. 
There was a limited recovery of prices after 1936 with the exception of the 
‘recession’ of 1988. The present war has witnessed a substantial rise in 
prices, although in 1940 there was a setback owing to the loss of the conti- 
nental markets. The Government has instituted a policy of price-oontrol in 
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the case of necessaries of life, with a view to check profiteering. The in- 
creased cost of living due to rise in prices has been partly met by the grant 
of dearness allowances to industrial workers. 


Indian Banking 

The main constituents of the Indian money market are: (i) the Beserve 
Bank of India; (ii) the Imperial Bank of India; (iii) the foreign Exchange 
Banks; (iv) the Indian Joint-Stock Banks; and (v) the indigenous bankers. 

Banking has been practised in India from very ancient times, and even 
today indigenous banking satisfies the needs of about 90% of the people, 
especially those living in the rural areas. It is necessary, however, to 
modernize the methods of indigenous bankers and to link them with the 
Beserve Bank of India. 

Organized hanking of the western type was introduced in India by the 
Agency Houses during the latter half of the eighteenth century. The Presi- 
dency Banks were established between 1806 and 1843 at the three Presidency 
towns. Joint-stock banking received a stimulus in 1860 when the principle 
of limited liability was recognized. Progress, however, was slow until 1905 
when, owing to the enthusiasm created by the swadeshi movement, quite 
a large number of new banks were established. Several of these, however, 
disappeared in the banking crisis of 1913-14, which proved the necessity of 
subjecting the banks to special legal restrictions. 

The Reserve Bank has at last been established (in April 1936) under 
the Beserve Bank of India Act of 1934. It is a private shareholders* bank, 
although some of the most important appointments on the Central Board 
are made by the Governor-Gcneral-in-Council. The Beserve Bank has to 
transact banking business for the Government and has for that purpose 
appointed the Imperial Bank of India as its agent. It is also the currency 
(note-issuing) authority. The more important banks (Scheduled Banks) are 
required to maintain certain cash balances with the Beserve Bank, which 
in turn offers them certain privileges, such as rediscounting of bills and 
promissory notes endorsed by them, grant of loans, etc. It can in turn 
borrow money from them for short periods. It is prohibited from allowing 
interest on deposits, engaging in trade, etc. It has tp publish from time 
to time its Bank\Bate, i.e. the rate at which it is prepared to discount 
approved bills “and commercial paper. It is empowered to carry out open- 
market operations. Provision has also been made for the establishment of 
a special Agricultural Credit Department by the Bank. It is hoped that 
the Beserve Bank will be able to reorganize and unify our money market, 
reduce money rates, relieve monetary stringency during the busy season, 
help agriculture and generally strengthen our banking system. 

The Imperial Bank of India was established in 1921, being the result 
of an amalgamation of the old Presidency Banks. Until the establishment 
of the Beserve Bank of India it performed certain banking business on 
Government account. It is now the sole agent of the Beserve Bank of 
India and continues to be subject to a special Act, which, while now allow- 
ing it to deal in foreign exchange, prohibits it from lending for a period 
longer than six months or against immovable property. The Imperial Bank 
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is now the premier commercial bank in the country and haB a large number 
of branches (exceeding 160) throughout the country. 

There are 18 Exchange Banks in India, all of them being branches of 
foreign banks. Their main business is to finance the export and import 
trade of India. They buy export bills and get them discounted in London. 
They also collect import bills drawn on importing houses in India. They 
export and import gold, and buy and sell sterling from and to the Beserve 
Bank. Latterly they have been entering into competition with the Indian 
Joint-Stock Banks by attracting large deposits in India and by financing 
even the internal trade of the country. The Central Banking Committee 
has recommended the issue of licenses subject to certain conditions to these 
Banks so as to bring them under control. 

The most important Indian Joint-Stock Banks are the Central Bank o\ 
India, the Bank of India, the Punjab National Bank, the Bank of Baroda 
and the Allahabad Bank. As in England, the Indian Joint-Stock Banks 
arc mainly commercial banks. They accept deposits and advance loans for 
short periods, finance the inland trade and transact general banking business. 

Barring temporary withdrawals of deposits at the outbreak of the war 
and again in April-June 1940 the Indian Banking system has stood the 
strain of the war remarkably well and displays a stronger cash position 
than before the commencement of hostilities. 

Other types of banks are (i) Land Mortgage Banks, (ii) Co-operative 
Banks, and (iii) Postal Savings Banks. 

The hoarding habit in Indi& has been the subject of a long controversy 
and has received a good deal of attention. It is largely the result of con- 
ditions of insecurity in the past and certain social customs. In order to 
wean the people from this habit and induce them to make a productive 
use of their hoarded wealth, further extension of banking facilities throughout 
the country is urgently called for. 
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FINANCE 

§1. Introductory remarks. — Indian finance has undergone a 
great change in recent years. Before the war (1914-18) there 
used to be only one budget for the whole of India, and the 
Central Government was the only taxing authority. Since the 
war there has been a practically complete separation of provin- 
cial from central finance. About fifty years ago land revenue 
was far and away the most important source of revenue. Other 
sources of revenue like customs and income-tax are now 
coming more into the picture, and some sources like opium, 
which used to be of great importance, have dwindled into 
insignificance. Also in normal years the railways are now 
expected to contribute something towards general revenues 
instead of being a drain on them. 

§2. The Central Budget. — We give below the Budget (general) 
of the Government of India for the year 1941-2 as a preface 
CENTRAL BUDGET (1941-2) 1 
(In lakhs of rupees) 


Revenue 


Expenditure 


Principal heads of revenue — 

Customs ... ... 85,11 

Central excise duties ... 12,10 

Corporation tax ... 12,62 

Taxes on income other 
than Corporation tax ... 23,00 

Salt ... 8,30 

Opium ... 53 

Other heads ... ... 1,11 

Total : Principal heads ... 92,77 

Railways : Net receipts (as 

shown in Railway Budget) 41,09 
Irrigation: Net receipts ... 1 

Posts and Telegraphs : Net 
receipts ... ... 2,10 

Debt services ... ... 61 

Civil administration ... 1,13 

Currency and Mint ... 2,21 

Civil Works and miscella- 
neous public improvements 28 

Miscellaneous ... ... 1,35 

Defence services ... ... 44 

Contributions and miscella- 

neous adjustments between 
Central and .Provincial 

Governments ... 

Extraordinary items ... 3,06 

Total Revenue ... 1,45,05 

Deficit ... 13,84 

Total ... 1,68,89 


Direct demands on the 
revenue ... ... 4,36 

Capital outlay on Salt Works 

charged to revenue 

Railways: Interest and mis- 
cellaneous charges (as 
shown in Railway Budget) 30,91 

Irrigation ... ... 10 

Posts and Telegraphs ... 70 

Debt services ... ... 12,06 

Civil administration ... 13,11 

Currency and Mint ... 97 

Civil Works and miscella- 
neous public improvements 3,76 

Miscellaneous ... ... 2,82 

Defence services ... ... 84,57 

Contributions and miscella- 
neous adjustments between 
Central and Provincial 
Governments ... ... 3,04 

Extraordinary items ... 2,49 


Total expenditure charged to 
Revenue ... ... 1,58,89 

Surplus 

Total ... 1,58,89 


1 Central Budget for 1941-2, pp. 22-3. 
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to the study of the principal heads of revenue and expenditure 
of the Central Government. As previously pointed out, since 
1925 the Railway Budget has been separated from the General 
Budget, which is credited with a fixed annual contribution 
due to it from the railways. 1 

We shall now proceed to discuss the principal central 
heads of revenue. 

§3. (i) Customs (import) tariff. — Until recently, the Indian 
tariff was on a free trade basis. Between 1882 and 1894 there 
were practically no import duties. In 1894, however, a 
general 5% ad valorem duty (from which a few things like 
cotton yarn and piece-goods were exempted) was imposed 
on all imported goods. The object of this duty was revenue 
and not protection of any indigenous industry. At the end 
of 1894, the duty was made applicable to cotton yarn and 
piece-goods also. In 1896 the duty on cotton piece-goods was 
lowered to 3 and an equivalent excise duty was levied on 
mill-woven cloth produced in India. The excise duty was 
bitterly resented in India but it was not taken off till 1926. 

' Extensive changes in the customs tariffs have been intro- 
duced since the war of 1914-18 and a large number of imports 
have been subjected to duties of varying size. At first the 
duties were imposed primarily for revenue purposes in order 
to enable the Government to meet the great increase of public 
expenditure. In 1924 the policy of discriminate protection 
was accepted, and accordingly some of the import duties (and 
their number is steadily growing) have been levied mainly 
for the purpose of granting protection to certain selected in- 
dustries. 2 Latterly the idea of Imperial Preference has been 
superimposed on our tariff arrangements. On 20 August 
L932 a general trade agreement was signed at Ottawa between 
India and the United Kingdom followed by a supplementary 
agreement regarding iron and steel on 22 September 1932. 
These Agreements were replaced by a new agreement called 
the New Indo-British Trade Agreement in 1939. The pro- 
fessed object of these agreements was to safeguard India’s 
existing export trade from dangers which might be appre- 
hended, to stimulate its recovery from the prevalent depres- 
sion and to open out new lines of development to the utmost 
extent possible. In return for concessions granted to certain 
Indian goods in the United Kingdom, corresponding conces- 
sions were granted to British goods in the Indian market. 
The Indian tariff, which had so far been a single-decker one, 


* See ch. v, §3 
n—20 


2 See ch. iv, §4. 
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thus became a two-decker one. That is to say, whereas pre- 
viously it did not differentiate between imports from different 
countries (except in a few cases), it now adopted two sets of 
import duties — one higher, on goods coming from countries 
other than the United Kingdom, and the other lo^er, on 
goods of British origin. The budget of 1942-3 provides for 
an overall surcharge of 20% on the import tariff with certain 
exceptions such as salt to meet the increased expenditure on 
defence caused by the war. 

In one way or another, therefore, the list of imported 
articles subjected to fairly heavy duties (amounting to 75% 
ad valorem in some cases) has been considerably enlarged in 
recent years. Among the dutiable articles mention may be 
made of the following : cotton piece-goods, railway materials, 
sugar, matches, motor-cars, cinema films, watches, silk piece- 
goods, tobacco, cigars, cigarettes, kerosene, petroleum, silver, 
fermented liquors, wines and spirits. 

(ii) Customs ( Export ) duties . — Until 1860, there was a 
3% duty on practically all exports, but the duties on most 
articles were abolished between 1860 and 1880. At present 
the only important export duties are those on jute and jute 
manufactures, and on rice. The jute-growing provinces (i.e. 
Bengal, Assam and Bihar) are granted a share of the proceeds 
from the jute export duty. 

The customs revenue has made rapid strides since the 
war of 1914-18. Its yield increased from Us. 11-13 crores in 

1913- 14 to Es. 45-88 crores in 1939-40 after allowing for the 
loss of revenue due to the separation of Burma. However, 
it declined to Es. 35-35 crores in 1942-3 (Budget), owing to 
war conditions. There is a marked tendency to rely increas- 
ingly on customs duties for revenue. 1 

§4. The income-tax. — The adoption of income-tax in India 
on a permanent basis dates from 1886. Before the war of 

1914- 18 the annual yield from the income-tax was only about 
Es. 3 crores. Owing to successive increases in the rates, the 
yield is now about Es. 42 crores (including surcharges and 
the excess profits tax levied during the present war) accord- 
ing to the Budget of 1942-3, exclusive of the corporation tax 


1 The revenue from Central excise duties, formerly included under customs, 
is now shown separately, being Es. 12*10 crores (Budget) for 1941-2. It 
consists of excise duties first levied on sugar and matches in 1934 and excise 
duties on kerosene and motor spirit produced in India proper. The salt 
duty is separately shown. 
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(levied at the rate of anna in a rupee) estimated at Bs. 22 
crares. 

Since 1916 a scale of progression has been introduced, bo 
that the rate of the tax varies in accordance with the size 
of the income, being higher for the bigger incomes and lower 
for the smaller incomes. In addition to the ordinary income- 
tax, a super-tax has to be paid on incomes of Bs. 25,000 a 
year and above. The Income Tax Amendment Act (1939) 
has introduced the ‘slab’ system, under which progressive 
rates are applied to successive slices of income. Under the 
previous ‘step’ system the tax was charged at the same rate 
on the whole income, the rate rising with the income. Under 
the new Act as modified in April 1942 the position at present 
(May 1943) is as shown below : 


Annual income 

| Income tax 

Surcharge 

Rs. 1 to 1,600 



Rs. 1,601 to 6,000 

9 pies 

6 pies 

Rs. 6,001 to 10,000 

15 pies 

10 pies 

Rs. 10,001 to 16,000 

24 pies 

16 pies 

Rs. 16,001 to 1,00,000 

30 pies 

20 pies 


§5. Salt. — The salt revenue was inherited by the British Gov- 
ernment from its predecessors along with a number of transit 
dues. These latter were abolished in 1843, and the salt duty 
was at the same time consolidated and raised. It was very 
high in the beginning, being Bs. 2 per maund in 1882 and 
Bs. 2-8-0 per maund in 1888. Since 1903 the rate has on 
the whole been on the downward grade. It now stands at 
Be. 1-4-0 per maund or Be. 1-9-0 inclusive of the surcharge 
levied in 1931. The salt duty is a tax on a necessary of life 
and is therefore unpopular. Public opinion is strongly in 
favour of abolishing it altogether. It is pot possible to do so 
at once because that would mean sacrificing a revenue of 
over Bs. 8 crores every year. However, the aim should be 
steadily kept in view and the tax should be reduced as oppor- 
tunity offers. 

§6. Opium. — Opium was at one time a considerable source 
of revenue yielding about Bs. 8 crores per year. But in order 
to assist China in suppressing the opium habit, the Govern- 
ment of India entered into an agreement with China in 
1907 and again in 1911 undertaking a progressive reduction, 
in the exports of Indian opium to that country. In 1926 an 
announcement was made to the effect that in future all ex- 
ports of opium would be abolished except for strictly medicinal 
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purposes. This is now an accomplished fact. Internal con- 
sumption of the drug is also strictly regulated. The opium 
revenue has thus declined to half a crore of rupees. 

§7. Provincial revenue and expenditure.— We have so far 
discussed the main sources of revenue enjoyed by the*Central 
Government. We shall now pass on to consider provincial 
heads. The tables 1 and II on pages 157-9 will be found 
useful for obtaining a general idea of the principal heads of 
revenue and expenditure and their relative importance in the 
several provinces. Table III on page 160 sums up the pro- 
vincial government budget estimates for 1942-3. 

§8. Principal provincial heads of revenue. — (i) Land revenue. 
— Land revenue has already been discussed in Chapter III 
(§§29-37). The total amount collected in 1939-40 was 
Rs. 27*25 crores in the whole of British India. 

(ii) Excise . — The excise revenue, which amounted to 
Rs. 12*29 crores in 1939-40 in British India, is derived from 
the sale and manufacture of intoxicating liquors, hemp, drugs, 
opium, etc. It is levied in the form of a duty on manufac- 
ture and fees for sale licenses. The major portion of the 
revenue is obtained from country liquors : the right of whole- 
sale supply for a district is granted by contract; and the right 
of retail sale is auctioned. 

The main object of the excise policy ought to be the sup- 
pression of the evil of drink. The Government has so far 
relied largely on the method of raising the price of liquor, but 
not so much as to stimulate illicit production. Other methods 
are rationing, reduction in the number of shops, lowering the 
limits of possession, reducing the strength of the drinks 
supplied, curtailing the hours of sale, etc. Non-official opinion 
is inclined towards the restriction of quantity, strict regula- 
tion of the number of shops, and in general towards a stricter 
policy of control, and latterly, under the lead given by the 
provincial Congress Ministries, towards complete prohibition. 
Extreme methods, however, are likely to defeat their own 
object by encouraging smuggling and illicit distillation, or to 
result in people resorting to some other habit that may be 
even more obnoxious. The practical statesman will bear in 
mind all these dangers and difficulties and will aim at a happy 
mixture of daring and circumspection in dealing with the 
problem. He must endeavour to emphasize the moral aspect 
of excise policy and avoid the temptation of shirking impor- 
tant practical reforms because they may mean some imme- 
diate financial loss to the Government. 



TABL.U "T 1 " 

REVENUE OF THE SEVERAL PROVINCIAL GOVERNMENTS AND THE GOVERNMENT OF COORG FOR THE 

YEAR ENDED 31 MARCH 1940 
(In lakhs of rupees) 
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Finance and Revenue Accounts of the Central ^and Provincial Governments of India (1939-40), Table 5. 

* Provincial Governments* share of additional import duty on foreign salt. P denotes below 1,000. 
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Heads of Revenue 

Principal Heads of 
Revenue — 

Customs 

Taxes on Income 
other than Corpora- 
tion Tax 

Salt* 

Land Revenue 
Provincial Excise ... 
Stamps 

Forest 

Registration 

Receipts under Motor 
Vehicles Act 

Other Taxes . and 
Duties 

Total ... 

Railways 

Irrigation 

Civil Administration 
Debt Services 

Civil Works & Mis- 
cellaneous 

Electricity Schemes 
Miscellaneous 
Contributions 
Extraordinary items 

Total ordinary 
Revenue 
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TABLE 

EXPENDITURE OF THE SEVERAL PROVINCIAL GOVERNMENTS 

31 MARCH 


(In lakhB 


Heads of Expenditure 

Coorg 

Madras 

Bombay 

Bengal 

United 

Provinces 

Direct demands on the 
Revenue 

2-71 

2,10-17 

1,67-81 

1,04-65 

1,58-30 

Railway Revenue 
Account 




Irrigation, etc., Re- 
venue Account 

006 

1,26-96 

53-39 

38-97 

1,15-09 

Irrigation, etc., capital 
outlay (within the 
Revenue Account) ... 


1-30 


- 

-0-16 

Debt Services 

6-07 

-38-66 

1 ,25-30 

17-15 

66-78 

Civil Administration — 

General administra- 
tion 

1-60 

2,75-26 

78-78 

1,70-13 

1 .42-87 

Administration of 

justice 

0-39 

88-44 

66-43 

96-86 

70-68 

Police 

0-70 

1,63-26 

1,50-31 

2,28-28 

1,75-49 

Education 

1*40 

2,63-57 

2,00-17 

1,62-60 

2,12-42 

Medical 

0-99 

97-53 

46-39 

56-32 

37-24 

Public health 

0-21 

27-30 

28-10 

39-39 

23-65 

Agriculture 

0-12 

19-81 

11-99 

21-64 

67-92 

Industries 

... 

26-00 

7-65 

20-22 

22-19 

Other departments ... 

0-62 

1,73-47 

49-91 

1,64-15 

48-42 

Total ... 

5-83 

10,34-64 

6,39-73 

8,59-59 

8,00-78 

Civil Administration — 

Capital account with- 
in the Revenue 
Account 

i 





Miscellaneous 

8*46 

3,02-98 

2,97-04 

3,50-88 

2,03-73 

Total expenditure ... 

12-12 

16,37-39 

12,83-27 

13,71-24 

13,44-52 

Total Ordinary Revenue 
(see Table II) 

12-91 

j 16,65-90 

13,14-23 

14,31-67 

13,52-09 

Surplus (+), Deficit 
(— ) of each Govern- 
ment 

+0-79 

' 

+28-61 

+30-96 

+60-43 

+7-57 


1 Finance and Revenue Accounts of the Central and 
P denotes below 1,000. 
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II 1 


AND THE GOVERNMENT OF COORG FOR THE YEAR ENDED 
1940 

of rupees) 


ed 

'5* 

3 

PM 

Bihar 

Central 
Provinces 
and Berar 

Assam 

North-West 

Frontier 

Province 

i 

Cj 

US 

to 

*E 

o 

Bind 

Total 

Provincial 1 
Govern- 1 
ments | 

85-06 

38*27 

i 

i 

64*52 

48*58 

8-51 

18-21 

28*26 

7,35-05 

1,58*26 

16*02 

6-03 

0-60 

4*58 

13-75 

1,70-67 

7,04*38 





0-16 

... 

i 

1-30 

-17-46 

6-21 

25-40 

4*12 

1*82 

1-26 j 

j 

5-17 

1 

! 

1 

1,97-16 

3,16-92 

81*75 

67*95 j 

33-89 

23*05 

1 

28-53 

23-89 

[10,44*52 

54-56 

36-46 

25-28 

10-59 

7-95 

6*48 

12-86 

4,76*88 

1,27-46 | 

81-55 

59*27 

32*86 

37*42 

22*26 

41-70 

11,20-56 

1,63-51 

75*92 

54*59 

38-67 

23-38 

26-68 

31-31 

12,54-22 


24*34 

16-01 

14-40 

7-76 

9-37 

8*54 

3,49-49 


12-29 

6-08 

8-21 

1*59 

2-60 

2-66 

1,69-09 

36-62 

10*73 

10-19 

6-30 

2*41 

2-41 

9-67 

1,99-81 

18-80 

10-51 

3-06 

2*78 

0-25 

2-66 

0*91 

1,16-03 

88-13 

33-29 

16-64 

8*27 

12*60 

5-93 

9-31 

6,10-64 

6,64-61 

3,66*84 

2,58-07 

1,55-97 

1,16-41 

1,06-92 

1,40-85 

51 ,40-24 

F 




1-50 



1-60 

3,16-13 

1,08-45 

1,21-68 

8306 

54-13 

43-91 

60-18 

19,44-47 

11,95-60 

5,35-79 

4,75-60 

2,92*33 

1,87-11 

1,84*05 

4,05-08 

89,24-10 

12,11-09 

5,47-60 

5,08-50 

2,93-33 

1,82-61 

1,87-88 

4,28-87 

91,88-68 

+16-49 

+11-81 

+32-90 

+1-00 

. 

-4-50 

i 

+3-83 

+23-79 

2,12-58 


Provincial Governments of India (1939-40), Table 6. 
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TABLE III 1 

PROVINCIAL GOVERNMENT BUDGET ESTIMATES FOR 1942-8 
(In lakhs of rupees) 


— 

Revenue 

Expenditure 

Surplus (+) 
Deficit ( — ) 

Madras 

18,98 

18,94 

+4 

Bombay 

15,18 

16,17 

+1 

Bengal 

15,70 

16,75 

— 1,05 

United Provinces 

17,12 

17,08 

+4 

Punjab 

13,54 

13,64 

-10 

Bihar 

6,43 

5,80 

+63 

Central Provinces and 




Berar 

5,26 

5,23 

+3 

Assam 

3,19 

3,17 

+2 

North-West Frontier Pro- 




vince 

1,97 

1,96 

+1 

Orissa 

1,97 

1,97 

... 

Sind 

4,81 

4,96 

-15 

Total . . . 

104,15 

104,67 

-52 


In 1938-9 prohibition was introduced in Salem district by 
the Madras Government and in Ahmedabad and the town and 
island of Bombay by the Government of Bombay. Bihar 
did likewise. Certain legal and technical difficulties have 
recently (1940) resulted in partial relaxation of the policy of 
prohibition in Ahmedabad and Bombay. 

(iii) Other sources of revenue are judicial and commer- 
cial stamps (Bs. 10-14 crores in 1939-40), fees for registration 
of documents (Es. 1-18 crores), forests (Ks. 3-01 crores, 
derived from the sale of timber, grazing fees, etc.) and the 
‘scheduled taxes’ (Es. 0-54 crore 1936-7), i.e. certain speci- 
fied taxes such as the Entertainment Tax, which the pro- 
vinces were empowered to impose at their discretion under 
the Eeforms of 1919. 

Some new taxes have been levied in the provinces since the 
introduction of Provincial Autonomy in 1937, such as Sales 
Taxes, the Employment Tax, the Immovable Property Tax, 
etc. 

We shall now turn to the expenditure side and consider 
the main items of central and provincial expenditure. 

§9. Public expenditure (Central and Provincial).— Since the 
beginning of the present century, and especially during the 
last twenty-eight years, there has been a striking increase in 
public expenditure in India. For example, the total amount 

1 Report on Currency and Finance for the year 1941-2, Statement X . 
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•of central and provincial expenditure increased from Rs. 124 
crores in 1913-14 to Rs. 223 crores in 1940-1 (Budget). This 
is the experience of all civilized countries because the scope 
of governmental activity has immensely increased in recent 
years. But as G. K. Gokhale pointed out, ‘while increased 
expenditure in other countries under popular control has 
helped to bring increased strength and security to the nations 
and increased enlightenment and prosperity to the people, 
our continually increasing expenditure has, under autocratic 
management, defective constitutional control and inherent 
defects of alien domination, only helped to bring about con- 
stantly increasing exploitation of our resources, has retarded 
our national progress and burdened us with undefined and 
indefinite financial liabilities. Compelled to meet the demands 
of a forward imperial frontier policy . . . and constant borrow- 
ing for commercial enterprises, often undertaken in conse- 
quence of the pressure of English commercial classes, our 
Indian Government has little money to spare, with all its 
increase of taxation, for purposes of national education.' 
Gokhale attributed a large part of the increase in public ex- 
penditure to the distrust and suspicion created by the Mutiny, 
which led to the wider employment of costly British services. 
The most serious growth in public expenditure was caused 
during the war of 1914-18 and the period that followed it. 
The military expenditure, which was already high, namely 
Rs. 29-84 crores in 1913-14, rose by leaps and bounds and 
stood at Rs. 67-38 crores in 1920-1. Since then by successive 
reductions the figure (net) was brought down to about Rs. 45 
crores. The belief, however, was widely held that there was 
still further scope for substantial economies. National safety 
is of course a matter of paramount concern and we must be 
reasonably well prepared to meet all likely contingencies. At 
the same time we must never allow ourselves to forget that 
India is a very poor country and we must be chary of piling 
up unproductive expenditure that is not obviously necessary. 
The present war has been responsible for a very sharp increase 
in the defence expenditure, which has been placed at Rs. 133 
crores in the Budget estimate for 1942-3. 

The enormous increase in the expenditure on civil admin- 
istration has been another popular grievance against the Gov- 
ernment, the complaint being that the Indian administration 
is one of the costliest in the world. The constitutional reforms 
have always been attended with heavy additions to adminis" 
trative expenditure, 
n— 21 
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In both the military and the civil branches of administra- 
tion there is need for a rigorous pursuit of economy by reduc- 
tion of establishments, progressive Indianization, etc. It is, 
however, equally necessary to spend as freely as possible on 
the ‘nation-building* departments — on education, agriculture, 
industries, irrigation, etc. in order to achieve the economic 
uplift of the people. The present scale of expenditure on 
these departments is very meagre, as shown by Table II on 
page 158. 

§10. Burden of taxation. — The percentage of national income 
taken as taxation is low in India as compared with some other 
countries like the United Kingdom (about 6% as against 
over 22% in the United Kingdom before the present war). 1 
But considering the poverty of the people, the burden of taxa- 
tion cannot be considered to be light. Besides, the question 
cannot be considered apart from the direction of public ex- 
penditure. If the expenditure is really beneficial to the 
nation, this would be properly regarded as’ a compensation 
and justification for the taxation, but, as we have already 
seen, the position in this respect is far from satisfactory. 

Before the war, taxation was very unevenly distributed 
between the different classes of the community. The poorer 
sections bore the brunt of the burden in connexion with the 
land revenue, salt tax, excise duties, stamps, etc. The war- 
and post-war changes in taxation during the war of 1914-18, 
the post-war period and the present war have made the system 
somewhat more equitable by the introduction of a graduated 
income-tax and super-tax — not to speak of the Excess Profits 
Tax — and the levy of special import duties on luxury articles, 
which naturally affect only the richer classes. Even so, a 
considerable degree of inequality still persists, and it needs 
to be rectified by the removal or reduction of taxes which 
press disproportionately on the poorer sections, and by relying 
increasingly on taxes likely to be borne mostly by the richer 
sections. 

§11. Recent Indian finance. — As was to be expected, the 
war of 1914-18 seriously dislocated trade and industry, and 
therefore public finance also. In contrast with the budget 
surpluses which characterized the pre-war period, there came 
a succession of deficit budgets in both central and provincial 

1 The burden of taxation (central and provincial, including land revenue) 
per head in British India was Bs. 4-10-10 in 1938-9. According to Sir 
Purshottamdas Thakurdas, the burden of taxation per head was Be. 1-13-9 
in 1871, Bs. 2-6-6 in 1901, Bs. 2-14-6 in 1Q13, and Bs. 6-1-8 in 1922. 
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•finance. Various economies were carried out on the lines 
recommended by the Retrenchment Committee of 1922-3, and 
surplus budgets became again a feature of Indian finance for 
some years beginning from 1923-4. After 1927-8, however, 
budget equilibrium was disturbed. The world economic de- 
pression caused a very serious deterioration of many important 
revenue heads like customs and income-tax, and adversely 
affected the earnings of commercial departments like Rail- 
ways and Posts and Telegraphs. The deficits had to be 
covered by heavy additional taxation — about Rs. 45 crores in 
the three years 1930-3. By this means, however, the Central 
Budget was able to show a small surplus, which considerably 
increased during 1934-5 and .1935-6, making some relief in 
taxation (e.g. income-tax) possible. The figures for 1936-7 
revealed, however, a deficit of Rs. 1-78 crores, owing to deteri- 
oration in revenue under Customs and Income-tax. This 
necessitated an increase in sugar excise duties. Subsequently 
the Budget position improved, but deteriorated again in 1938-9 
owing to the trade ‘recession*. The commencement of the 
present war has once again created heavy deficits, which have 
had to be met partly by additional taxation 1 and partly by 
borrowing. 

§12. Public debt in India. — The origin of our public debt is 
to be traced to the wars of the East India Company. The 
debt inherited from the East India Company by the Govern- 
ment of India was purely unproductive. Since 1867, however, 
the productive debt incurred for the construction of railways, 
irrigation works, etc., has gone on increasing. By far the 
greater portion of the public debt of India during the war of 
1914-18 was raised in England. The unexpected success 
which attended the Government’s attempts to raise loans in 
India during the period of the war of 1914-18 made the Gov- 
ernment realize the strength of the Indian money market, 
and now most of the public borrowing is done in the country 
itself. It is gratifying that the bulk of the public debt is 
productive in its character, being contracted chiefly for the 
construction of railways and irrigation works. 

1 The central additional taxation imposed during the present war may be 
Bummed up as follows: (a) Direct taxation . — (i) Excess Profits Tax, (ii) Sur- 
charges on income-tax, (iii) Lowering of the exemption limit of income-tax. ( b ) 
Indirect taxation. — (i) Increases in excises on sugar, motor spirit, matches, 
kerosene and silver, (ii) New excise duty on tyres, (iii) An overall surcharge 
on the import tariff, (iv) Higher railway rates and fares, and (v) Enhanced 
postal, telegraph and telephone rates. 
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The total public debt (i.e. the interest-bearing . obliga-* 
tions) of the Government of India on 31 March 1942 was 
Es. 1,122*29 crores; Es. 180*00 crores being sterling debt in 
England and Es. 942*29 crores being rupee debt in India. 
The bulk of this debt represented interest-yielding assets, 
such as capital expenditure on railways, capital advanced to 
provinces for irrigation works, etc. It is noteworthy that 
the sterling debt of India has shown a rapid decline from 
Es. 512*15 crores in 1934 to Es. 180 crores in 1942, follow- 
ing the repatriation of sterling debt, particularly during the 
present war — a process assisted by the acquisition of large 
sterling assets by the Eeserve Bank of India. 1 Contrariwise 
there has been an increase in the rupee debt from Es. 693*09 
in 1934 to Es. 942*29 in 1942. India has thus succeeded in 
greatly reducing her external debt and lessening to that ex- 
tent the complications of her exchange problem. 

§13. Financial relations between the Central and Provincial 
Governments. — From 1833 to 1871 all financial powers were 
in the hands of the Government of India, which controlled 
the smallest details of provincial expenditure. Lord Mayo 
was impressed with the necessity of some decentralization 
in order to enlist greater interest and more animated co- 
operation on the part of the provincial governments in deve- 
loping the public revenues and managing them with all 
possible economy. He initiated the system of ‘Provincial 
Settlements’ in 1871, under which certain heads of expendi- 
ture, local in character, were handed over to the provinces. 
For the management of these, the provinces were given, in 
addition to the departmental receipts, annual fixed lump-sum 
grants, the deficiency being made good by local taxation if 
necessary. The system of decentralization thus initiated was 
successively improved and extended in 1877, 1882, 1904 and 
1912. The position before 1919 was as follows : 

On the revenue side the Central Government retained 
for its use all the revenues which could not be allocated or 
traced to any province, these being called the Imperial Heads 
of Eevenue (such as Opium, Eailways, Customs, Salt, Posts 
and Telegraphs). Of the remainder, some were wholly pro- 
vincial, like Forests, Excise (in Bombay and Bengal), Begis- 
tration, the departmental receipts from such provincial depart- 
ments as Education, and Law and Justice. Lastly, there 
was an important class of divided heads of revenue, such as 
Land Eevenue, Income-Tax, Excise, Irrigation and Stamps. 


1 See ch. vi, §11. 
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• On the expenditure side a somewhat similar arrange- 
ment prevailed, and there was a special arrangement for the 
sharing of expenditure on famines. 

Since the Reforms of 1919, of which the keynote was 
financial autonomy, the divided heads were abolished and the 
new allocation of revenue and expenditure was as follows : 

(i) Imperial Heads of Revenue : Opium, Salt, Customs, In- 
come-Tax, Railways, Posts and Telegraphs, Military receipts. 

(ii) Provincial Heads of Revenue : Land Revenue (including 
Irrigation), Stamps (judicial and commercial), Registration, 
Excise, Forests. 

Provincial contributions. — The abolition of divided heads 
of revenue and the provincialization of some heads like Land 
Revenue and Stamps resulted in a large central deficit. A 
Committee (Meston Committee) appointed in 1920 to consider 
the question of meeting this deficit proposed a scheme of 
provincial contributions to the central exchequer. The Meston 
Settlement failed to please anybody, and there was an un- 
ceasing clamour for the abolition of the contributions. The 
gradual improvement in the finances of the Central Govern- 
ment enabled it to grant substantial remissions in 1925-6 and 
the succeeding years, and with effect from 1928-9 the system 
of provincial contributions was completely abandoned. In 
spite of this, however, the main grievance of the provinces, 
especially of the industrial provinces like Bombay and Bengal, 
still remained, namely, that with stationary needs the Central 
Government had elastic sources of revenue, e.g. income-tax 
and customs, while the provinces, whose needs were rapidly 
expanding, had been given sources of revenue like land 
revenue and excise from which it was difficult to obtain cor- 
respondingly larger incomes. A small share in the income- 
tax was eventually granted to the provinces. 

§14. Indian finance under the new Federal Constitution.— 
The important question of distribution of revenues between 
the Central Government and the provinces (or units of the 
coming Federation) has been recently considered by various 
committees and commissions, such as the Simon Commission 
(Layton Report), Federal Finance Sub-Committee of the 
Round Table Conference (Peel Sub-Committee of the Federal 
Structure Committee), and the Percy Committee. 

The Government of India Act of 1935 which ushers in 
the new federal constitution contains the following provisions 
based on the findings of all these bodies. 
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The following duties and taxes are to be levied and col" 
lected by the Federal Government : 

(i) Duties in respect of succession to property other 
than agricultural land. 

(ii) Stamp duties in respect of bills of exchange, cheques, 
promissory notes, bills of lading, letters of credit, policies of 
insurance, proxies and receipts. 

(iii) Terminal taxes on goods or passengers carried by 
railway and air. 

(iv) Taxes on railway fares and freights. 

The net proceeds of the above duties and taxes are not 
to form part of the revenues of the Federal Government but 
are to be distributed according to certain principles among 
the provinces and federated States within which the said 
duties and taxes have been levied. It is open to the Federal 
Legislature, however, to levy a surcharge on these duties and 
taxes and to appropriate the proceeds for Federal purposes. 

Taxes on Income ( excluding corporation taxes ). 1 — Taxes on 
income, other than agricultural income, are also to be levied 
and collected by the Federal Government. A percentage of 
the net proceeds prescribed by Orders-in-Council is to be 
assigned to the provinces and the federated States within 
which such tax is leviable in a given year in such manner 
as may be prescribed by Orders-in-Council. 

The Federal Legislature may at any time increase such 
taxes by a surcharge for Federal purposes. 

Salt excise and export duties . — Duties on salt, federal duties 
of excise, and export duties are to be levied and collected by 
the Federal Government. But the Federal Legislature may 
pass an Act providing for the payment to the provinces of sums 
equivalent to the whole or part of the net proceeds from such 
duties, out of the federal revenues. 

In the case of any export duty on jute or jute products, at 
least one-half of the net proceeds is to be assigned to the pro- 
vinces in which jute is grown, the distribution being in pro- 
portion to the respective amounts of jute grown in them. 

No Bill or amendment is to be introduced or moved in 
the Federal Legislature (except with the previous sanction of 
the Governor-General) which (i) imposes or varies any tax 
or duty the whole or part of the net proceeds whereof are 
assigned to any province; or (ii) varies the meaning of the 
expression ‘agricultural income* as defined for the purposes 
of the enactments relating to Indian income-tax; or (iii) affects 

1 A corporation tax means a tax on the profits of companies. 
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the principles on which moneys are or may be distributable 
to provinces or States; or (iv) imposes any such federal sur- 
charge as is mentioned above. Before giving his sanction in 
this case, the Governor-General is required to satisfy himself 
that all practicable economies and all practicable measures 
for otherwise increasing the proceeds of taxation retainable 
by the Federation would not result in balancing federal 
receipts and expenditure in that year. 

§15. The Niemeyer award. — The Secretary of State appointed 
Sir Otto Niemeyer to conduct the financial inquiry contem- 
plated by the Government of India Act (193*5). His report, 
setting forth the terms for the financial settlement between 
.the Central and Provincial Governments with special reference 
to the division of the income-tax under the new Constitution, 
was accepted, and 1 April 1937 was announced, by Orders- 
in-Council, as the date for the inauguration of provincial 
autonomy. 

The Niemeyer report proposed to give financial assistance 
to the provinces in three ways, partly by annual cash sub- 
ventions to certain provinces like the United Provinces, Assam, 
Orissa, the North-West Frontier Province and Sind, partly 
by cancellation of the net debt incurred previous to 1 April 
1936, and partly by distribution of a further 32J% of the 
jute tax to the jute-growing provinces (Bengal, Assam and 
Bihar). 

The extra recurrent cost to the Centre was Rs. 192 lakhs. 
Orissa was to get a further non-recurrent grant of Rs. 19 lakhs 
and Sind of Rs. 5 lakhs. 

Assignment of income-tax to the provinces . — This was one 
of the major subjects of the Niemeyer inquiry. The Report 
calculated the income-tax to yield Rs. 12 crores a year after 
the separation of Burma. Half of this (Rs. 6 crores) was 
assignable to the provinces, but for the first five years, accord- 
ing to Sir Otto Niemeyer, it would have to be retained by 
the Centre in order to consolidate its financial position. In 
the course of the next five years the revenue would gradually 
be made available to the provinces, so that after ten years 
the provinces would receive their full share of the income- 
tax. So long, however, as the portion of the distributable 
sum remaining with the Centre, together with any contribu- 
tion from the railways, aggregates to less than Rs. 13 crores, 
the proceeds of the income-tax will not be distributed among 
the provinces. 

It was at first apprehended that a considerable interval 
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must elapse before the provinces would begin to receive even 
a partial benefit, and a still longer interval before they received 
the full benefit from their share of the income-tax. Fortu- 
nately, however, for the provinces, the partial improvement 
in Central revenues and the Eailway surplus made it possible 
for the Central Government to make a beginning in trans- 
ferring to the provinces a portion of the income-tax under the 
Niemeyer award in the financial year 1937-8. In recent years 
a fairly substantial share of the income-tax has accrued to 
the provinces, e.g. the amount budgeted for the year 1941-2 
was placed at Es. 4-46 orores. It may be added that in 
accordance with the recent (1940) alteration in the Niemeyer 
formula for assignment of provincial shares of income-tax r 
the railway contribution has been altogether excluded from 
the central calculation of the sum available for the provinces 
in view of the complete change in the financial situation? 
brought about by the war. The new arrangement is not, 
however, unfair to the provinces. 

Sir Otto Niemeyer* s recommendations represent a compro- 
mise between a number of conflicting aims and viewpoints,, 
and it must be admitted that they are characterized by a 
spirit of realism and practicalness rather than a doctrinaire 
adhesion to any theory of federal finance. While central 
needs must be provided for, at the same time the provinces 
must be given expanding sources of revenue to enable them 
to finance schemes in the nation-building departments. 

Local Finance 

§16. Municipal finance. — Municipalities are given a wide 
choice as to the form of the taxes they may levy. The taxes* 
levied by the local authorities may be grouped under four 
main heads : (i) taxes on trade, for example octroi duties,, 
terminal taxes, and tolls; (ii) taxes on property, for example 
taxes on houses and their sites (and, in rural areas, the cess 
on land); (iii) taxes on persons, for example taxes on pro- 
fessions, trades and callings, on pilgrims, on menials and 
domestic servants; and (iv) fees and licences. Fees are either 
for specific services rendered by the Municipality, such as 
scavenging fees, or are partly of the nature of luxury taxes, 
and partly levied for purposes of regulation, such as licences 
for music, vehicles, dogs and other animals. There are also 
license fees for dangerous or offensive trades. 

The following table sets forth the principal sources of 
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income and the main heads of municipal expenditure in British 
India : 

(In lakhs of rupees) 



1915-16 

1936-7 

Sources op Income 



Municipal Bates and 



Taxes: Octroi 

1,45 

1,47 

Taxes on houses and 



lands 

1,87 

5,27 

Tax on animals and 



vehicles 

21 

48 

'Tax on professions 



and trades 

18 

32 

Tolls on roads and 



ferries 

17 

30 

Water rate 

97 

2,26 

Lighting rate 

15 

43 

•Conservancy rates ... 

61 

1,20 

Other taxes 

19 

1,92 

Total rates and taxes 

5.80 

13,64 

Bealizations u n d e r 



special Acts 

11 

18 

'Grants from Govern- 



ment 

84 

’ 94 

Kent of lands:, 

i 


houses, etc. 

23 

54 

Fees 

38 

1,05 

Bcceipts from mar- 



kets and slaughter 


■ 

houses 

47 

93 

■Other sources and 


1 

miscellaneous 

85 

1,66 . 

Total Income ... 
Extraordinary and 

Debt: 

Grand Total ... 
Incidence per head — 
.(i) Bates and Taxes 
»(ii) Total income, 
excluding Extra- 

ordinary and Debt 

8,67 

18,94 

6,44 

23,06 

1JU1_ 

42,00 , 

RS. A. P. 

3 5 9 

5 0 3 

RS. A. P. 

5 14 2 , 

8 2 8 


1915-16 


1936-7 


Heads of 



Expenditure 



General Administra- 



tion and collection 
charges 

76 

1,84 

Public Safety — 
Lighting 

43-7 

1,32 

Police 

0-4 

1 

Fire, etc. 

91 

17 

Total ... 

53-2 

1,50 

Public Health and 


il 

Convenience — 
Water supply, 
drainage and 

conservancy 

3,32 

5,14 

Hospitals and dispen- 
saries and vaccina- 
tion 

50 

98 

Plague charges, 
markets, gardens 

and sanitary 

50 

94 

Public works 

1,42 

2,34 

Public instruction ... 

62 

2,40 

Contributions for 

general purposes 

27 

74 

Miscellaneous — 
Interest on loans 

77 

1,57 

Other miscella- 

neous expenditure 

43 

1,29 

Total Expenditure 

9,12*2 

18,74 

Extraordinary and 
Debt : 

G,330 

20,82 

Grand Total 

15,45-2 

39,56 


Incidence pee Head 

1915-16 1936-7 

Bates and Taxes ... Bs. 3-5-9 Be. 5-14-2 

Total income, excluding Extra- 
ordinary and Debt ... Bs. 5-0-3 Bs. 8-2-8 

Since the total income, indicated in the above table, is 
distributed among as many as 812 Municipalities (including 
n— 22 
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the three big Presidency Corporations), it is obvious that the 
average Municipality in India is very poor in resources. The 
main source of income is rates and taxes, which accounts for 
about two-thirds of the total municipal revenue. The remain- 
ing one-third is derived from municipal property, contributions 
out of provincial revenues, and miscellaneous sourceg. 

The heaviest items of expenditure, as the table shows, are 
conservancy and public works, water supply, drainage and 
education. Municipalities are often unable to meet their ex- 
penditure from ordinary revenues and have generally to borrow 
money, either from the Government or in the open market, 
for carrying out large projects in connexion with water supply 
and drainage works. 

§17. District Board finance. — The main source of the revenue 
of rural authorities is a tax or cess (shown under ‘Provincial 
Kates* in the following table) levied on the annual value of 
the ,land and collected with the land tax, though this may 
be and often is supplemented by taxes on companies and pro- 
fessional men, and by tolls on vehicles. Recently there haa 
been a tendency in some provinces either to increase the 
general rate, or, as in Madras, to add new cesses for specific 
local purposes such as elementary education. The rates of 
the cesses are left to the discretion of the local bodies, sub- 
ject to certain maxima and minima laid down by the provin- 
cial Legislatures. The limits vary from 6£% to 12^%. A 
very large proportion of the revenue of the Rural Boards 
consists of subventions from Provincial Governments. These 
are given not only as grants-in-aid for particular services, but 
not infrequently in the form of capital sums for the provision 
of works of construction. 

The subjoined table indicates the principal sources of 
revenue and items of expenditure and the aggregate revenue 
and expenditure of District and Local Boards in British 
India : 


(In lakhs of rupees) 


Income 

(excluding balances) 

1915-16 

1936-7 

Expenditure 

1915-16 

i 

1936-7 

Provincial rates 

3,39 

5,25 

Education 

Civil Works 

1,82 

4,16 

6,27 

4,20 

Civil Works 

1,43 

2,27 

Sanitation, Hospitals, 




etc. 

70 

2,14 

Other sources 

2,68 

8,71 

Debt and Miscellane- 





ous 

sH 

3,61 

Total ... 


16,23 

Total ... 

EH 



1915-16 1936-7 

Incidence per Head Be. 0-5-1 Be. 0-9-8 
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* The above table shows an increase of income from 
Rs. 7*50 crores in 1915-16 to Rs. 16 - 23 crores in 1936-7. But 
as this income has to be divided among 1,098 Boards, the 
poverty of the average Board stands out clearly. Indeed the 
rural District Boards are even weaker financially and have 
shown less progress than the urban Municipalities. 

§18. Inadequate resources of local bodies, and their Improve* 
ment. — The question of local finance has come into increased 
prominence since the transfer of local self-government to the 
Ministers (1921). Considering the devolution of powers that 
has taken place and the wide range of functions — including 
public health and education — assigned to Municipalities, Dis- 
trict Boards and panchayats, the resources of these bodies at 
present are utterly inadequate. It is impossible for them to 
reach modern standards unless they have more money. Apart 
from the low taxable capacity of the people and their alleged 
unwillingness to tax themselves, another difficulty is that only 
a very small share of the taxation of land (which in other 
countries like England is the principal source of local finance) 
is allotted to local bodies. The Taxation Enquiry Committee 
has rightly pleaded for the, standardization of land revenue at 
a low rate so as to leave more scope for local taxation. The 
same Committee has also recommended (i) empowering Muni- 
cipalities to tax advertisements; extending the scope of taxes 
on entertainment and betting; and giving local bodies a sub- 
stantial share of the proceeds; (ii) empowering local bodies 
in selected areas to levy a fee for the registration of marriages; 
and (iii) . supplementing the resources of local authorities by 
subsidies which ordinarily should be restricted to services of 
national importance and granted in such a way as to enable 
the provincial Government effectively to enforce efficiency. 

The Bombay Local Self-Government Committee (1940) 
endorse most of these recommendations and make further pro- 
posals (such as a tax on the transfers of immoveable proper- 
ties, taxes on marriages and adoptions and assignment of the 
entertainment tax, etc. for the benefit of municipalities) and 
of land revenue in the case of rural local bodies. 

SUMMARY 

Recent years have witnessed considerable changes in the financial system 
of India. The provinces have achieved greater financial independence, and 
new sources of revenue (other than Land Revenue), like Income-Tax and 
Customs, have come into prominence. The regime of customs duties may be 
said to have started from the year 1894. The customs duties were until 
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recently (1924) for revenue purposes and were sometimes balanced by excise 
duties as in the case of the cotton excise (abolished in 1926). 

The period since the war of 1914-18 has been marked by a great increase 
in the revenue from customs duties. Since 1924 some of them have been 
imposed in furtherance of the policy of discriminate protection, and latterly r 
as a result of the Ottawa Agreement of 1932 (replaced by the new Indo- 
British Trade Agreement of 1939), our tariff system has also come* under the 
influence of the policy of Imperial Preference and has become a two-decker 
one in consequence. 

The only important export duties are those on jute and jute manufac- 
tures, and on rice. 

The income-tax was first levied on a permanent basis in 1886. Its- 
history since that date has been characterized by increases in the rate, intro- 
duction of progression, and imposition of a super-tax and excess profits tax. 
Itfc total yield has mounted rapidly during the present war to Rs. 64 crores 
in 1942-3 (Budget) as compared to about Rs. 17 crores in 1939-40. 

The salt tax yields about Rs. 8 crores per year. Being a tax on a neces- 
sary of life, it is unpopular. It should therefore be reduced, if not altogether 
abolished. 

Opium is now quite negligible as a source of revenue. As a result of 
an agreement with China exports to that country as indeed to other countries; 
have now been stopped. Internal consumption is also strictly regulated. 

The principal provincial heads of revenue are Land Revenue, Excise, 
Stamps, Registration fees, and the new taxes levied since the introduction 
of Provincial Autonomy such as Sales, Employment and Immoveable Pro- 
perty taxes. 

The revenue from excise must diminish with the success of Government 
policy in putting down the evil of drink. For ensuring genuine and lasting 
success, however, the Government must proceed with courage and determina- 
tion tempered with caution. 

Since the beginning of the present century there has been a great increase 
of public expenditure in India, much of which is characterized by the 
critics of Government as wasteful and not in the interests of the nation. 
Criticism is directed particularly against the excessive growth of military 
expenditure during and since the war of 1914-18. The military budget,, 
after being substantially reduced in the years before the present war, has- 
rapidly mounted since its commencement in September 1939. Reduction in 
military expenditure has been demanded on the ground that the burden 
presses much too heavily on the poverty-stricken people of India. 

On the civil side the complaint is that administration is needlessly ex- 
pensive and it is suggested that it is possible and desirable to cheapen it* 
e.g. by substituting Indian for European agency. It is essential to spend 
more money on the nation-building departments like education, agriculture 
and industries. 

The burden of taxation in India is high considering the poverty of the 
people and the unproductive nature of a great deal of the public expendi- 
ture. Taxation is also unevenly distributed, and its incidence is unduly 
heavy on the poorer sections of the population. Since the war of 1914-18, 
and again since the commencement of the present war, the injustice haa 
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been rectified to some extent by imposing additional taxation which falls 
largely on the richer sections. 

Recent Indian finance has been characterized by heavy deficits, caused 
by the increase in public expenditure during the present war, necessitating 
much additional taxation, direct and indirect. 

Our public debt was in the beginning for unproductive purposes like war. 
Since 1867, however, the proportion of the productive debt has rapidly 
increased. Also internal borrowing is being favoured more and more in 
preference to loans raised abroad. The recent (1941-2) substantial reduction 
in the sterling debt of India by repatriating sterling loans is therefore to be- 
welcomed. 

Financial relatione. — Before 1871 all financial power was centralized in 
the hands of the Central Government. Since then there has been a gradual* 
process of devolution in favour of the provinces. The latest step in this 
development is that contemplated in the Government of India Act of 1935 . 
The arrangement as decided upon in the Act is intended to effect a fair dis- 
tribution of revenues between the Federal Government and the units. There- 
are certain taxes which only the Federal Government can levy, others which- 
only the units can levy. In some cases the jurisdiction is concurrent. Certain 
taxes are controlled by one authority though the yield may be shared by both. 
In some cases the yield of a given tax may be allocated exclusively to one* 
authority subject to a surcharge leviable for its own benefit by the other- 
authority. 

The Government of India A«t (1985) left certain important details for 
subsequent investigation and decision. Accordingly the Secretary of State 
appointed a special expert, Sir Otto Niemcyer, to fix the terras of the 
financial settlement between the Central and Provincial Governments. His 
Report was accepted. Its main recommendations were as follows: 

(i) Provincial autonomy to be introduced on 1 April 3937. 

(ii) Cash subventions to be given to certain provinces, e.g. Orissa, 
North-West Frontier Province and Sind, so that all the provinces should' 
have adeqrfate resources at the inauguration of the new constitution. 

(iii) Relief to be granted to certain provinces in the form of the can- 
cellation of the net debt incurred prior to 1 April 1936. 

(iv) Distribution of a further 12£% of the jute tax to the jute-growing 
provinces. 

(v) Assignment to the provinces of half of the income-tax (subject to 
certain conditions) beginning from five years after the inauguration of pro- 
vincial autonomy. 

The Niemeyer Award may fairly claim to represent as equitable an 
arrangement as could be devised in the circumstances. Luckily for the pro- 
vinces the process of the assignment of income-tax to them has already 
started, and the provinces have been receiving fairly substantial shares of 
income-tax in recent years. 


Local Finance 

Municipalities have to pay for ponservancy and public works, water supply, 
drainage and education, find are empowered to levy a wide choice of taxes 
to raise the necessary money. Besides taxes on trade (such as octroi duties),. 
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on property, and on persons, they usually levy direct fees for services 
rendered, and issue licences for purposes of regulation or revenue. There are 
812 Municipalities in India, but most of them have inadequate resources, 
-and have to finance their undertakings by loans. The average incidence per 
head of Municipal taxation was Be. 5-14-2 in 19S6-7, and the total income 
per head of Municipalities was Bs. 8-2-8 (the income includes Government 
grants, rents, etc.). * 

District Boards have similar responsibility for education, civil works and 
public health in rural areas, and their resources are smaller than those of 
Municipalities. The incidence per head of District and Local Board taxation 
was As. 9-8 in 1936-7, and most of their income came from Government 
grants. Education is the most costly item for District Boards, water supply 
for Municipalities. As the resources of both are inadequate, the Taxation 
Enquiry Committee and the Bombay Local Self-Government Committee have 
recommended (i) the standardization of the land revenue at a low rate, (ii) 
giving Municipalities power to levy new taxes, and (iii) supplementary grants 
for services of national importance. 



YIII 

THE NATIONAL INCOME AND UNEMPLOYMENT 

The National Income 

§1. Estimates of the national income. — Estimates have been 
made from time to time of the national income of India. We 
might set out the chief among them showing the income per 
head in a tabular form as follows : 


Estimates by 

Relating to year 

Income per head 

• 



Es. a. p. 

Dadabhai Naoroji 

1870 

20 0 0 

Lord Curzon 

1900 

30 0 0 

Wadia and Joshi 

1913-14 

44 5 6 

Shah and Khambala 

1921-2 

67 0 0 

Findlay Shirras 

1922 

116 0 0 

Visvesvaraya 

1922-3 

82 0 0 

V. K. E. V. Eao 

1931*2 

65 0 0 


The differences in the estimates are due to a number of 
causes. First of all they relate to different periods, so that 
the difference in prices must be taken into account. Thus 
between 1913-14 and 192J-2 prices had risen by about 80%, 
so that Rs. 44-5-6 in 19] 3-14 would be equivalent to about Rs. 
80 in 1921-2. Secondly, the area covered by the estimates 
is not always precisely the same. Thirdly, the methods of 
calculation are not uniform. Practice has varied with regard 
to items to be included and deductions to be made. We must 
further allow for the bias — pro-Government or anti-Govern- 
ment — of the inquirer. Besides the estimates on a national 
scale quoted above, there have been a number of intensive in- 
quiries into the economic condition of certain selected regions, 
e.g, those carried out by Dr Mann in Bombay and by Dr Slater 
in Madras and the investigations in the Punjab conducted 
under the auspices of the Board of Economic Inquiry. 
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§2. The poverty of India. — Even the most optimistic of these 
inquiries — whether national or regional — only serve to empha- 
size the fact that the inhabitants of this country are beset 
with a poverty for which there is no parallel in modern times 
in the countries of western Europe. Comparison of India with 
some of the advanced nations of the modern world conveys 
the same dismal lesson. The per capita income in Japan is 
about Es. 271; in Germany, Es. 634; in France, Rs. 636; in 
the United Kingdom, Rs. 1,092; in Canada, Rs. 1,268; in the 
U.S.A., Rs. 2,053. 1 However, while everybody must admit 
that there is appalling poverty in India, there is a silver lining 
to the cloud and there are on the whole good grounds for 
supposing that real if very slow amelioration in the condition 
of'the people has been in progress in recent times and should 
be maintained when the country recovers from the serious set- 
back due to the present world depression. The villager con- 
sumes more salt, more sugar, and more tobacco, and imports 
more luxuries ' and conveniences than he did a generation 
ago. He eats more food and has a better house to live in 
than his father. To a considerable extent brass and other 
metal vessels have taken the place of coarse earthenware. The 
per capita consumption of food and of cloth is increasing. 
The impression of gradual economic betterment which one 
obtains from facts like these and from the various estimates 
of the national dividend is strengthened by such admitted 
tendencies as the growing independence of spirit displayed by 
agricultural and industrial labour. However, although it is 
true that some advance has taken place, it is insignificant as 
compared with the progress achieved by some of the foremost 
western nations and reflected in decline of pauperism, decrease 
of death-rate, shortening of hours of labour, spread of educa- 
tion, increase in means of recreation, improvement in hous- 
ing and sanitation, etc. 

§3. Causes of Indian poverty. — The poverty of India is a high- 
ly complex phenomenon and the factors accounting for it are 
many and varied. A more vigorous development of the eco- 
nomic resources of the country and a more rapid spread of 
education and general enlightenment are plainly needed. The 
problem of Indian poverty is, as we have seen, implicit in 
the treatment bf almost every topic of Indian economics and 
it is impossible to deal with it without opening up the whole 
field of economic and not a little of the political argument 
concerning present-day India. 

1 Sir M. Visvesvaraya, Planned Economy for India , p. 27. 
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•§4. Defects of distribution and consumption.— Not only is the 
aggregate of national wealth deplorably small in relation to 
the size of the population in India, but it is also very unevenly 
distributed. According to Shah and Khambata, about a third 
of the wealth of the country is enjoyed by about 5% of the 
population; about 35% is absorbed by about one-third of the 
population; while the remaining 30% or less is distributed 
among more than 60% of the population. It is a well-known 
economic maxim that uneven distribution makes for diminu- 
tion of welfare and aggravation of poverty. This evil, how- 
ever, is not so glaring in India as in the capitalistic countries 
of the west, and as between inadequate production and in- 
equitable distribution, the former is by far the more serious 
drawback of Indian economy. Besides the size of income and 
the manner of its distribution, another important element in 
national welfare is the proper ordering of expenditure or con- 
sumption. All classes of people in India, as elsewhere, can 
be proved to be more or less guilty of ill-regulated expendi- 
ture due to the tyranny of custom and religious prejudice (e.g. 
expenses on marriages, funerals and the like) and the influence 
of ignorance. An outstanding example of defective consump- 
tion is furnished by the ill-balanced dietaries adopted by many 
of the people in India. The prevalent dietaries in most of 
the provinces in India have been largely controlled by local 
circumstances and determined by the kind of food raised on 
the spot, with the result that the staple food of large sections 
of people is lacking in important nutrient substances. For 
example rice, the staple food of people in Madras and Bengal, 
is fundamentally a poor diet, deficient in important organic 
salts and vitamins. The wheat- and meat-eating Sikhs, 
Pathans and Gurkhas have a much better physique than the 
rice-eating Bengalis and Madrasis. The addition of wheat, 
milk, butter and meat improves the rice-eater's diet, as in the 
case of the Maratha. The problem of malnutrition is distinct 
from the problem of poverty. An excessively low income is 
of course a fundamental difficulty. But another difficulty is 
the failure to make the best possible use of a given income. 
4A dietary conducing to malnutrition may cost more than a 
well-balanced dietary which promotes health.' 1 

The present facilities of transport (in normal times) should 
help in remedying the deficiencies of diet in any particular 
province by the import of the needed foo,d-stuffs from other. 

1 Agricultural Commission Report , pp. 494-5. 


ii — 23 
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provinces. But extensive propaganda based on authoritative « 
investigations is necessary in order to make people desirous of 
changing unsatisfactory food habits. The subject of nutrition 
in relation to public health should find its rightful place in 
the curriculum of medical and other studies. 


Unemployment 

§5. Different kinds of unemployment.— The discussion of the 
poverty problem leads by a process of easy transition to that 
of unemployment, since the great poverty of the people is 
after all the fundamental cause of all unemployment. 

We shall now proceed to consider the various forms which 
unemployment takes in India. 

(i) The vast majority of the population of India is en- 
gaged in agriculture and we have already seen 1 that in agri- 
culture, as at present organized in India, there is seasonal 
unemployment of greater or less duration in the year in most 
parts of the country, and the question of finding suitable 
supplementary industries for keeping the cultivator occupied 
during this period of enforced leisure has been discussed. 

(ii) There is another species of unemployment to which 
India is subject from time to time. The partial or total 
failure of the monsoon may be regarded as a sort of lock-out 
declared by nature, and it may result in throwing thousands 
of people out of their normal employment on the land. This 
creates the problem of famine relief . 

(iii) Industrial unemployment of the type now familiar 
in the west, of course also occurs in India for the same reasons 
as elsewhere. But since only a small proportion of the people 
is engaged in modern industries, this kind of unemployment 
does not loom so large in this country. Qualitatively the 
problem is much the same here as in the western countries. 
But quantitatively it is far less formidable. It will assume 
larger proportions and attract more attention with the growth 
of industrialization. However, industrial unemployment in 
India differs from the parallel phenomenon in the west not 
only in scale but also in the nature of the problem it creates* 
for the State. When for any reason work cannot be obtained 
in the cities, most of the labourers return to their villages 
and remain there until industrial conditions improve and there 
is again a demand for their labour. To a large extent, the 


1 See ch. iii, §15. 
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’people concerned themselves solve their problem and no call 
is made on the Government for assistance. 

(iv) The rise and progress of modern industry in India 
and particularly the competition of machine-made goods from 
abroad have been often attended with loss of occupation to 
cottage workers , and in an earlier chapter we have indicated 
some methods of dealing with the situation which has thus 
arisen. 1 

(v) Latterly the question of middle-class unemployment 
has come into prominence and has excited much alarm and 
anxiety. 

In this chapter we propose to concentrate attention on 
(i) rural unemployment due to failure of rains, i.e. famines, 
and (ii) middle-class unemployment. 

§6. History of famine relief. — India has always been subject 
to famines and there is no evidence for supposing that they 
are more frequent now than they were before: In fact, owing 
to undeveloped communications and the consequent impossi- 
bility of bringing relief to the distressed areas, famines were 
far more calamitous in the pre-British period than at present. 
The present view as to the responsibility of the State in the 
matter of famine prevention and famine relief is itself a 
recent growth, dating roughly from 1865, the year of the 
Orissa famine which was responsible for heavy loss of life. 
As a result of an inquiry presided over by Sir John Campbell, 
the Government declared that its definite policy was to save 
life at any cost. In 1878 was introduced the scheme of the 
Famine 'Insurance Grant, by which a sum of Bs. 1J crores 
was provided in the annual budget of the Government of 
India to be spent on direct relief if there was a famine, and 
on the construction of public works of a protective nature, 2 
if the year was normal. The recommendations of the Famine 
Commission of 1880 supplied the foundation on which the 
present system of famine relief is based. Communications 
were extended by renewed activity in building railways under 
the new guarantee system. 3 The principles of famine relief 
(based on the recommendations of the Famine Commission, 
1880) were clearly defined as (i) provision of work to the able- 
bodied at a wage sufficient to secure health but not ordinary 
comforts; (ii) gratuitous relief to the infirm in their own vil- 
lages or in poor-houses; (iii) assistance to the land-owning 

1 See ch. iv, §19. * 2 See ch. iii, §8 (ii). 

* See ch. v, §2 (iii). 
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(classes in the form of takkavi loans; and (iv) suspension and* 
remission of land revenue. 

Famine codes embodying these principles were prepared 
for every province, and were suitably amended in the light of 
later experience. The amendments, influenced by the recom- 
mendations of the Famine Commission of 1901, were of “funda- 
mental importance. The Commission emphasized the need 
for 'moral strategy* or ‘putting heart into the people*, i.e. 
assisting the people by loans and other means as soon as 
danger is scented, by prompt and liberal grants of takkavi , 
early suspension of land revenue, and a policy of ‘prudent 
boldness’ with large and elastic plans of relief, constant watch- 
fulness for signs of approaching calamity, and full enlistment 
of non-official help. The Commission further drew attention 
to the necessity of devising measures for tackling fodder 
famines and saving cattle, starting co-operative credit societies 
and extending State irrigation works of a protective charac- 
ter. 1 The amended Famine Codes embodying these principles 
have been found to work satisfactorily, so that famines may 
now be said to have been brought more effectively under ad- 
ministrative control than ever before in the history of India. 
One main cause why this has been possible is the great pro- 
gress that has been made in the development of communica- 
tions and transport. We have now no such thing as food 
famines, i.e. it is rarely that food is not available somewhere 
in the country. The problem is to transport it quickly to 
the affected areas, and this is now possible owing to the 
development of transport. But because of relative scarcity 
and the expenses of transport the prices of food-stuffs are 
higher than in normal years, while the people in the famine- 
stricken areas, having temporarily lost their employment on 
the land, have no money with which to buy the food. Modern 
famines, in other words, are not food famines but money 
famines . Famine relief therefore now consists mainly in pro- 
viding work and paying wages for it, in order to enable those 
who seek relief to buy sufficient food. 

Under the financial decentralization which followed the 
Reforms of 1919, each province was required to provide annu- 
ally for its own jf amine insurance out of its revenues, and to 
pay the amount into the Famine Insurance Fund. As need 
arose, it was open to each of the provinces to spend the amount 
to its credit in the Famine Insurance Fund for (i) relief of 


1 See ch. iii, §10. 
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famine; (ii) construction of protective works; or (iii) grant of 
loans to cultivators. 

The constitution of the Insurance Fund was radically 
changed in the year 1928-9. Under the new regulations the 
.fund ceased to be an insurance fund. It was called ‘the 
Famine Relief Fund’, and its primary object was to provide 
for expenditure on famine relief proper, the word ‘famine* 
being held to cover famine due to drought or other natural 
calamities (e.g. an earthquake). Accordingly, the annual as- 
signment from revenues as well as the balances in the Fund, 
till they exceeded a certain prescribed amount, were not ex- 
pended save upon the relief of famine. The balances at the 
credit of the old Insurance Fund were transferred to the new 
Fund. The additions to the Fund during the year 1939-40 
were Rs. 13-45 lakhs; the total withdrawals Rs. 24-29 lakhs. 
The closing balance in the Fund on 31 March 1940 stood at 
Rsr 3,07-67 lakhs. 

The Government of India Act (1935) contains no provi- 
sion for a separate Famine Relief Fund. On 1 April 1937 
the balances at the credit of the Fund were handed over to 
the provinces; and it has been left to Provincial Governments 
and their legislatures to take the measures hithertp prescribed 
for them. 

§7. Famine relief organization. — We may here give a brief 
description of the relief organization built up by the Govern- 
ment in the course of the last seventy-five years. 1 

(i) Standing preparations are made on a large scale. 
Valuable information is gathered about climatic conditions, 
crops and prices, births and deaths, etc.; programmes of suit- 
able relief works are kept ready and brought up to date; the 
country is mapped out into relief circles, and reserves of tools 
and other equipment are kept ready. 

(ii) When rains fail, a careful look-out is kept for danger 
signals indicating the approach of distress, such as rise of 
prices, restlessness of people, and their aimless wandering, 
and increase in crime, especially of petty thefts. 

(iii) The Government then declares its general policy 
as based on moral strategy . Meetings are called for explain- 
ing this policy to the people, non-officials are invited to help 
the Government ; suspension of revenue is announced and loans 
for digging wells, etc., are made. Village inspection begins, 
and preliminary lists of helpless persons are prepared. 

(iv) Then follows the first stage of actual relief. Test 


1 See Imperial Gazetteer of India , vol. Ill, pp. 477-81. 
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works are opened and, if considerable labour is attracted to 
them, they are converted into relief works. 

(v) The next stage commences from December. Central 
relief camps are organized and gratuitous relief is given to 
the infirm in the villages. Poor-houses are opened in towns, 
and village kitchens are run for the benefit of childreh. The 
distress reaches its climax in May, when there is fear of an 
outbreak of cholera. 

(vi) The last stage begins with the advent of the rains. 
The large relief works are closed down and people are moved 
in batches to smaller relief works near their villages. Local 
gratuitous relief is extended, and liberal advances are made 
to cultivators for the purchase of cattle, ploughs and seed. 
When the principal autumn crop is ripe, the few remaining 
works are gradually closed down and gratuitous relief ceases. 
The famine is ordinarily at an end by the middle of October. 
All this time the medical staff is kept ready to deal with 
cholera and malaria — diseases which generally appear when 
the rains break out. 

§8. Middle-class unemployment. — Middle-class unemployment 
has in recent years assumed alarming dimensions and attracted 
widespread public attention.' Investigations through specially 
appointed committees were carried out between 1924 and 1928 
in several provinces, like Bengal, Madras, Bombay syid the 
Punjab, and in some of the Indian States like Travancore. 
The most recent committees were those appointed by the 
United Provinces Government under the chairmanship of 
Sir Tej Bahadur Sapru (1935) and by the Bihar Government 
(1937). The reports of all these committees show that middle- 
class unemployment is an all-India problem. The evil is a 
very serious one, whether one considers the sufferings of the 
unemployed young men themselves or the social and economic 
effects of ‘the existence and steady increase of a sort of in- 
tellectual proletariat not without reasonable grievances. . . . 
So long as the great mass of the nation’s intelligent manhood 
is driven, in ever-increasing numbers, along the same, often 
unfruitful course of study, which creates expectations that 
cannot be fulfilled and actually unfits those who pursue it 
from undertaking many useful operations necessary for the 
welfare of the country, any Government however it may be 
constituted, whether it be bureaucratic or popular, must 
find its work hampered by an unceasing stream of criticism 
and a natural demand for relief which cannot possibly be 
met.’ 
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§b9. Causes and remedies. — India, like the rest of the world, 
has been severely hit by the unprecedented severity of the 
present economic depression. Employment offered by the 
Government or by private agencies has consequently shrunk 
very greatly, while the supply of men seeking it has grown 
rapidly. Another cause of unemployment among the educated 
classes is inherent in our present system of education, which 
qualifies people almost exclusively for clerical occupations, 
and those who undergo education generally do so with a view 
to Government service or to admission to a few very much 
over-stocked professions such as law and medicine. The edu- 
cation that is imparted also fails to emphasize the idea of 
the dignity of labour. One result of this is that boys belong- 
ing to the agricultural and the artisan classes, instead of 
becoming more efficient in their ancestral occupations because 
of their education, come to look down upon it and prefer 
starving as fifth-rate clerks to earning a decent livelihood 
in their family occupations. This merely accentuates the pre- 
vailing unemployment among the educated classes. It must, 
however, be added that, while parents fail to display the 
necessary vision and foresight in choosing occupations for their 
boys, this is to some exteijt due to the absence of facilities 
for practical training — agricultural, technical, industrial or 
commercial. 

The most important cause of middle-class unemployment 
is the very poor industrial development of the country and 
consequently the small number of careers open to our young 
men. The under-development of the economic resources of 
the country is at the basis of the poverty of the masses and, 
in the last analysis, dominates all species of unemployment. 
Everything that leads to the economic betterment of the coun- 
try will therefore obviously be a remedy for unemployment. 
The rise in the general level of prosperity will for example in- 
crease the demand for the services of clerks, teachers, lawyers, 
doctors, salesmen, managers, insurance agents, etc. Any 
further extension of Government activity for the sake of 
bringing about an all-round betterment of the country will also 
mean more employment for the educated classes in the various 
departments of administration. 

§10. The Sapru (Unemployment) Committee.— We may here 
refer to some of the more important recommendations of the 
Sapru Committee and classify them as follows : (i) those which 
aim at increasing the demand for educated men; (ii) those 
which aim at avoiding excess of supply; and (iii) those which 
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aim at a proper adjustment of supply to demand (actual or 
potential). 

(i) Municipalities and District Boards should be compel- 
led to employ qualified engineers and supervisors for the pur- 
pose of maintaining roads and buildings in an efficient con- 
dition. 

The Government might with benefit provide more employ- 
ment for qualified medical men by extending the scope of- 
public medical relief. 

Municipalities and District Local Boards should be com- 
pelled to employ properly qualified medical officers for carry- 
ing out their duties in connexion with public health and sani- 
tation. 

The overcrowding of the legal profession may be remedied 
to some extent by the introduction of greater specialization of 
functions, e.g. some should specialize in drafting documents, 
others in arguing cases, etc. 

Large-scale and small-scale industries should be stimulated 
so that they might absorb an increasing number of our young 
men. 

Vigorous steps should be taken to introduce compulsory 
primary education, without which no substantial economic pro- 
gress is possible. This would also mean an increased demand 
for teachers, and would so far remedy the existing unemploy- 
ment. 

(ii) The High School examination should have two kinds 
of certificates — one certifying completion of the course of se- 
condary education and qualifying for the subordinate branches 
of Government service and also for admission to industrial, 
commercial and agricultural schools, and the other qualifying 
for admission to Arts and Science colleges . 1 

(iii) The facilities for practical training in the various 
technical educational institutions should be extended, and edu- 
cation in general should receive a more pronouncedly practical 
and, in the case of primary schools, a definitely rural, bias. 

Medical practitioners should be encouraged, if necessary 
with the help of generous subsidies, to settle down in rural 
areas instead of congregating in the few big towns. 

Steps should be taken to develop new professions like phar- 
macy, dentistry, accountancy, architecture, librarianship, in- 

1 We welcome the recent (1941) decision of the Government of Bombay in 
favour of conversion of some of its high schools into agricultural, technical 
or commercial high schools with a view to providing alternative technical 1 
education which would facilitate employment in industrial cities like Bombay. 
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•surance work, and journalism, and suitable training should be 
provided for qualifying for these careers. 

An attempt should be made to induce agricultural gradu- 
ates and diploma holders to make scientific farming a means 
of livelihood. The development of dairy farming would afford 
another possible avenue of employment for them. 

Steps should be taken to bring qualified educated men in- 
to touch with commercial houses for employment. Regional 
vocational guidance authorities should be created for this pur- 
pose. 

The Government should spread broadcast information re- 
garding possible careers and bring into existence suitable 
machinery for giving sound advice to parents regarding the 
aptitudes of their boys and the choice of a suitable career for 
them. 

Secondary schools should provide much more diversified 
courses of study than at present, and in the universities great- 
er stress should be laid on scientific and vocational education. 

Appointment Boards should be created for university gra- 
duates as also for the products of the secondary schools. An 
Appointment Board was accordingly established for the United 
Provinces in October 1936. A similar Board has been set up 
for the Punjab. 


SUMMARY 
National Income 

The extreme poverty of India is brought out clearly by the various esti- 
mates of the national income made from time to time and by a number of 
more limited regional inquiries carried out in the different provinces. How- 
ever, considering the position over the period since about 1870, there has un- 
doubtedly been some progress, though it has been very slow, and quite in- 
significant when compared with the achievements of the advanced nations of 
the west. A discussion of the causes of Indian poverty must inevitably open 
up the whole field of Indian economics. 

Besides low production, India also suffers from uneven distribution of 
wealth. The more pressing question of the moment, however, is how to in- 
crease the total production of wealth. 

The effects of poverty are further aggravated by many defects of con- 
sumption due to the tyranny of custom and religious prejudices and to igno- 
rance. 

Consumption is found to err at present among other things as regards the 
selection of a proper health-giving diet. Many of the prevalent diets in India 
are seriously defective, and the question of changing the food habits of the 
people ought to engage the earnest attention of the Government and of the 
educational agencies in the country, 
if — 24 
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Unemployment 

The problem of industrial unemployment of the modern type is growing in 
extent and seriousness. But it is not yet of the same order of importance as 
in the west. 

Agriculture is the primary industry in India and its fortunes are dependent 
on the capricious monsoon. If the rains fail, this spells unemployment for 
large numbers of people who thus come face to face with the spectre of 
famine . (There is of course seasonal unemployment for a part of the year 
even if the rainfall is normal.) The elaboration of effective machinery for 
coping with famines belongs to the last three-quarters of a century and is 
made possible by the modern development of transport and communications. 
Each locality need no longer depend entirely on the food-stuffs raised by it- 
self. It can now draw upon the supplies available in other localities in the 
event of failure of local supplies. Famine has thus come to mean not absolute 
failure to obtain food at any cost, but comparative scarcity and high prices. 
Enough food is almost always available. The problem is to put people in 
the distressed areas in possession of sufficient purchasing power to obtain it. 

Famine relief mainly consists in providing work and wages to those render- 
ed temporarily helpless by the failure of the rains. Each province has a 
famine code of its own which lays down in detail the plan of action to be 
followed for coping with a threatened or actual famine. Every province was 
also required to provide in its annual budget a certain fixed sum (depending 
upon its liability to famines, etc.) which was in the first instance paid into 
a Famine Insurance Fund upon which it was then entitled to draw, as 
occasion arose, for preventing or relieving famines. In 1928-9, the old Famine 
Insurance Fund was replaced by the Famine Relief Fund y of which the main 
object was to provide for expenditure on famine relief proper. The Govern- 
ment of India Act (1935) contains no separate provision for a Famine Relief 
Fund as such, discretion being given to the Provincial Governments in this 
matter. The principles of Government famine policy are : (i) as far as 

possible to make people help themselves, encouraged by Government assist- 
ance in the form of loans, suspension of land revenue, etc.; (ii) to limit 
relief to the minimum necessary for securing health; (iii) to make relief 
conditional on work in the case of the able-bodied and to utilize as fully as 
possible the services of non-officials; (iv) constant preparedness, eternal vigi- 
lance, and prompt and definite action as soon as danger is scented. The 

actual details of the programme of famine relief are most elaborate and 

represent the fruit of long experience and much thought. 

The problem of middle-class unemployment has excited much attention and 
anxiety in recent years. Various committees appointed during the last few 
years by the provincial Governments have deliberated and made recommenda- 
tions for dealing with the evil. 

The causes of middle-class unemployment are a defective system of edu- 
cation which is too academic and too much out of touch with real facts and 

needs, and the under-development of the industrial life of the country, limit- 

ing the openings available to the educated classes. The latest of the pro- 
vincial committees on this question is the Sapru Committee. Their recom- 
mendations cover a wide range and include many suggestions — some of which 
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•are intended to be mere palliatives, while others are radical and contemplate 
far-reaching changes. They envisage a great extension of Government activity 
and a thorough overhauling of the educational system of the country. These 
recommendations can all be placed under one or other of the following three 
categories: (i) those aiming at an increase of demand for educated men; 
(ii) those aiming at avoiding an excess of supply; and (iii) those aiming at a 
more effective adjustment of supply to demand (actual or prospective). 



TYPICAL QUESTIONS 

i 

RESOURCES AND POPULATION 

1. Consider India’s advantages and disadvantages in respect of geographi- 
cal location. 

2. Draw a sketch map of India showing the principal harbours and rivers. 

3. Describe the principal natural regions of India and emphasize their 
characteristic features. 

4. Show the vital importance of rainfall to economic life in India. Briefly 
describe the course of the monsoons in India. 

5. Draw a map of India to indicate the distribution of the rainfall in 
the different parts of the country. 

6. Give a classification of the soils of India, and mention their chief 
products. 

7. Describe the principal minerals mined in India and indicate their 
distribution by means of a sketch map. 

8. Indicate the economic potentialities of forests in India. Give a short 
description of forest administration in India. 

9. Explain the part played by the vegetable and animal resources in the 
national economy of India. 

10. What are the principal sources of power available in India? Consider 
in this connexion the possibilities of hydro-electric development. 

11. What is the average density of population in India? What inferences, 
if any, can you draw from average density with regard to the economic 
condition of the Indian people? 

12. What are the factors governing density of population in the different 
parts of India? Illustrate your answer by means of a sketch map. 

13. Give the principal statistics bearing on the occupational distribution 
of population in India, and comment on them. 

14. Account for the fact that barely 11% of the Indian population lives 
in towns. How would you bring about a more even distribution of the popula- 
tion between town and country? 

15. The Indian birth-rate is one of the highest in the world. What are 
the economic consequences of this fact? 

16. 'The Indian birth-rate is high, but so also is the death-rate. There- 
fore there can be no question of over-population in India.’ Do you think this 
is a valid line of argument? 

17. Consider the remedies for over-population in India under the two 
headings (i) deliberate restriction of numbers; (ii) indirect remedies. 

18. Briefly indicate the main features and economic effects of (i) the 
caste system; (ii) the joint-family system; and (iii) the laws of inheritance 
and succession in India. 

19. Trace the influence of western individualism on the characteristic social 
institutions in India. 
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• 20. Is there any connexion between ‘Indian spirituality’ and the economic 
backwardness of India? 

21. Examine the influence of social and religious institutions on economic 
life in India. 


II 

ECONOMIC TRANSITION IN INDIA 

1. What is meant by saying that India is passing through a stage of 
economic transition? 

2. Compare the economic transition in India with the Industrial Revo- 
lution in England. 

3. In what respects does the old economic order differ from the new 
in India? 

4. Describe the main features of the social and economic organization 
of the old village community in India. 

5. How has the economic transition affected the Indian village? 

6. Give a short account of the old village crafts and indicate their pre- 
sent position. 

7. Indicate the transition in Indian agriculture and show how it has been 
commercialized. 

8. Trace the progress of ruralization in India and indicate the main 
causes governing it. 

9. ‘In the past India was both a great industrial as well as a great 
agricultural country.’ Comment. 

10. Account for the decay of the old indigenous industries of India. 

11. Review the course of the transition in Indian industries, indicating 
the progress made by organized industries of the western type. (See also 
ch. iv.) 


Ill 

AGRICULTURE 

1. Discuss the importance of agriculture as the chief national occupation 
in India. 

2. What are the principal staple products of Indian agriculture? 

3. Draw a crop map of India and account for the specialization of the 
several regions in the different crops. 

4. Do you find any legitimate cause for alarm in the tendency for the 
non-food crops to encroach on the food crops in India? 

5. Give a brief account of the sugar industry in India. 

6. Examine the part played by irrigation in India and show how it is 
an important factor in India’s rural economy. 

7. What are the different formB of irrigation prevalent in India and 
what do you consider to be their relative importance? 

8. Give a brief description of the Canal Colonies in the Punjab. 

9. Review the irrigation policy of the Government and mention some 
of the recent major irrigation works. 
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10. Explain the distinction between productive and unproductive irrigatiofl 
works, and indicate the objects of each of them. 

11. What are the causes of the low agricultural yield in India? What 
measures would you adopt to bring about an improvement? 

12. 'One of the greatest handicaps of Indian agriculture is the endless 
-subdivision and fragmentation of land.’ Comment. 

18. Show how consolidation of holdings has been effected in the Punjab 
and indicate its benefits. 

14. What are the strong points and the special weaknesses of the Indian 
■cultivator? What are the directions in which improvement is to be sought? 

15. Describe the methods followed and the implements used by the Indian 
■cultivator. What improvements would you suggest? 

16. Explain the live-stock situation in the rural areas and show how the 
•quality of cattle could be improved. 

17. Consider the problem of subsidiary industries in Indian rural economy. 

18. Discuss the uses and limitations of hand-spinning as a subsidiary rural 
industry in India. 

19. Examine the question of the marketing of agricultural produce in 
India. 

20. What are the important general causes of rural indebtedness in India? 

21. Describe the money-lender and his system and account for the high 
interest rates charged by him. 

22. What measures have been taken by the State to safeguard the interests 
■of the agriculturist borrower in the different provinces? 

23. What steps have been taken so far for remedying the evil of rural 
indebtedness in India? Have you any suggestions to offer in this connexion? 

24. Trace the pi ogress of the co-operative movement in India between 
1904 and 1912. 

25. What are the principal developments that have taken place since 1912 
affecting the co-operative movement in India? 

26. How far has co-operation helped the agriculturist to improve his 
•economic position? 

27. Mention the principal forms of non-agricultural co-operation in India 
and emphasize its value to cottage industries. (See also ch. iv.) 

28. Give a reasoned estimate of the co-operative movement in India. 

29. How w T ould you solve the problem of long-term rural finance in India? 

30. Give a brief account of Land Mortgage Banks established in India. 
How are these banks helped by the State? 

31. In what different ways has the State come to the aid of agriculture 
in India? 

32. Trace the evolution of the agricultural departments in the provinces 
and describe their functions. 

33. W T rite a short note on the Imperial Council of Agricultural Research. 

34. What are the-* principal items of rural uplift and how is it to be 
brought about? What do you know of the Gurgaon experiment? 

35. Indicate the effects of the present war on Indian agriculture and ex- 
plain the need for the 'Grow More Food* campaign. 

36. Give a short history of Land Revenue in the pre-British period and 
explain the main changes effected during the British period. 
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• 37. What is a Land Revenue Settlement? What are the main systems 
of land revepue settlement prevalent in India? 

36. Consider the relative merits of the zamindari and the ryotwari systems. 

39. Why is it that Permanent Settlement has comparatively few advocates, 
at present? What are the recommendations of the Flond Commission regard- 
ing its future? 

40. Examine the basis of assessment under the different land revenue 
systems in India. 

41. Write notes on: (i) the question of land ownership in India; (ii) land 
revenue: a tax or rent?; (iii) legislative control over land revenue; and 
(iv) the proper scale of land revenue assessment in India. 

4 2. How far does the Ricardian theory of rent apply to the land revenue 
in India? 


IV 

INDUSTRIAL DEVELOPMENT 

1. Examine the benefits which will follow in the wake of industrial deve- 
lopment in India. 

2. Account for the industrial backwardness of India and review the indus- 
trial policy of the State. 

3. Give a brief account of the events which led to the adoption of the 
policy of discriminate protection in India. 

4. Describe the functions of, the Tariff Board and mention the principal 
industries to which protection has been granted on the recommendations of 
the Board. 

5. Emphasize the value of technical and industrial education in India. 

6. Describe the functions performed by the provincial Departments of 
Industries. 

7. How is Government patronage extended to Indian industries? 

8. Draw an industrial map of India and account for the localization of 
the principal manufacturing industries. 

9. Give a brief account of the cotton and jute mill industries and bring r 
out their strong and weak points. 

10. Indicate the effects of the present war on India with special reference 
to the cotton and jute-mill industries. 

11. Give a short history of the iron and steel industry and indicate its 
present position. 

12. Write brief notes on the following Indian industries: (i) the tanning 
industry; (ii) the chemical industries; and (iii) paper-making. 

13. Account for the survival of cottage industries in India. Show how the 
present war has given a stimulus to them. 

14. Describe the principal cottage industries of India and indicate the 
difficulties experienced by them. 

15. Give a brief account of the Indian hand-loom industry and discuss its 
present position. 

16. What is the present position and the future prospects of the seri- 
cultural industry ? 

17. Describe the various methods of helping cottage industries. What 
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measures have recently been adopted by the Government of India in this 
behalf ? 

18. Summarize the recommendations of the Bombay Economic and Indus- 
trial Survey Committee for the grant of aid to cottage industries. 

19. Indicate the peculiarities of the factory labourer in India, and com- 
pare his position with that of the western worker. 

20. How far in your opinion is the complaint regarding scarcity of indus- 
trial labour in India justified? 

21. Beview the labour legislation passed in India, and clearly show the 
nature of the protection afforded to the worker. 

22. Write brief notes on: (i) industrial housing, and (ii) welfare work, 
in India. 

23. Give a brief account of the Trade Union movement in India and 
indicate the difficulties in its way. What is the legal position of a Trade 
Union in India? 

24. To what causes do you attribute the relative inefficiency of the Indian 
industrial worker as compared with the western labourer? 

25. What provision has been made to bring about the settlement of indus- 
trial disputes in India? 

2G. Show how industrial labour has been affected during the present war. 

V 

TRANSPOKT AND TRADE 

1. Give a brief account of the state of communications in India before 
the advent of railways. 

2. Give a brief history of railway construction in India, showing the 
changes in the policy of the State from time to time. 

3. What were the principal recommendations of the Acworth Committee, 
and how far were they accepted? 

4. On what grounds is the State management of railways in India 
advocated ? 

5. Review the history of Indian railways since the separation of railway 
finance from general finance in 1925, with special reference to the present 
war. 

6. Examine the economic effects of railways in India and emphasize the 
need for further development. 

7. Give a short history of roads in India and indicate the main features 
of her existing road system. 

8. What is the importance of road development in India? What meas- 
ures have recently been taken to expedite it? 

9. Give an idea of the rail versus road controversy. Give your own 
conclusions on this controversy. 

10 . Discuss "the present position and the future prospects of waterways in 
India. 

11 . What has been done so far and what more could be done for the 
encouragement of shipping and shipbuilding in India? 

12. Give a brief history of air transport in India with special reference 
to the present war. 
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13. Give a brief account of the development of India’s foreign trade. 

14. How does India’s foreign trade at present differ from her foreign trade 
in the pre-British days? 

15. Indicate the effects (i) of the World War (1914-18); and (ii) pf the 
economic depression (1929-33) on India’s foreign trade. 

10. Show how the present war has affected India’s foreign trade. 

17. What are the main characteristics of India’s foreign trade? 

J8. Indicate the principal articles of: (i) the import; and (ii) the export 
trade of India, and show their relative importance. 

39. Review the changes in the diicction of India's foreign trade between 
3913-14 and 3940-1, bringing out the effect of the present war. 

20. Discuss the relative position held by the United Kingdom and other 
countries in the foreign trade of 3ndia. 

21. Write brief notes on: (i) the re-export trade of India; (ii) the land- 
frontier trade; and (iii) commercial intelligence. 

22. Explain why India has normally a favourable balance of trade. Indi- 
cate the changes in her balance during recent years. 

23. What are Home chargee? Explain and criticize the ‘drain’ theory. 

24. Give a short account of: (i) the coasting trade; and (ii) the inland 
trade of India. 

25. Mention the principal trade centres of India. 

VI 

INDIAN CURRENCY, PRICES AND BANKING 

1. Give a brief history of the Silver Standard in India during the last 
century. Wit) was it abandoned in 3893? 

2. Examine the principal features and the mechanism of the Gold Ex- 
change Standard bofoio 1914. How w«as it upset during the war period 
(1914-19)? 

3. \yhat are Reverse Councils and Council Bills? What purpose do they 
serve ? 

4. Explain the scheme of the Gold Bullion Standard as recommended 
by the Hilton-Young Commission. How far was it given effect to by the 
currency legislation of March, 1927? 

5. How and why was the rupee liuked to sterling at Is. 6 d. in September 
1931? 

0. What do you understand by the ratio controversy? 

7. Disdtiss the main issues raised by: (i) linking of the rupee to sterling; 
and (ii) export of gold. Do you favour the prohibition or regulation of gold 
exports ? 

8. How w T as the Gold Standard Reserve established? What were its 
main functions? 

9. What is the present monetary standard of India? By what authority 
and how is it administered? 

10. Describe llie Taper Currency System in India before the war of 1914- 

16. How was it affected by that war? 

11. Give a brief hiBtory of the Indian Paper Currency Reserve. 

12. Indicate the existing arrangements for the issue and regulation of 

ii— 25 
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paper currency. In wliat respects do these constitute an improvement on the 
earlier system? 

13. Indicate the effects of the present, war on Indian currency. 

14. Review briefly the movements of Indian prices before the war of 

1914-18. 

15. Why did prices rise in India during the war of 1914-18? JIow did 
this rise affect the country? 

16. Illustrate the movement of prices during the present war and show 
how it has affected various sections of Die community. 

17. Account for the slump in prices during the recent years of economic 
depression. How has it affected the Indian agriculturist and other classes? 

18. Describe the principal constituents of the Indian money market. 

19. Give a short history of indigenous banking in India and examine the 

functions performed by the indigenous hanker today. 

20. Suggest measures for strengthening the indigenous banking system. 

21. Give a brief review of joint-stock banking in India. 

22. Give a short account of the establishment of the Reserve Bank of 
India. What advantages is it expected to confer on the country? 

23. Describe the constitution and functions of the Reserve Bank. How is 
it managed? 

24. Show how the Reserve Bank can control other hanks and make its 
credit policy effective. 

25. In what ways can the Reserve Bank assist in the financing of Indian 
agriculture? 

26. What are the duties of the Reserve Bank as bankers to the Govern- 
ment ? 

27. What are the functions of the Tinpeiial Bank of India? How is it. 
related to the Reserve Bank? 

28. Describe the business transacted by the Exchange Banks in India. 

29. What steps would you take to increase the share of Indians in the 
financing of the foreign trade of India? 

30. Examine the fund ions perfoimcd by the Joint-Stock Banks in India. 
Mention the names of the leading Joint-Stock Banks in the country. 

31. Discuss the causes of bank failures in India. What can be done to 
prevent such failures? 

32. Give a brief account of the Indian Postal Savings Banks. What 
purpose do they fulfil? 

33. Why are industrial banks necessary in India? Show' how r they should 
be organized. 

34. Account for the hoarding habit in India and suggest means of fighting 
it. 

35. Examine the effects of the present war on Indian banking. 

VII 

FINANCE 

1. Indicate the main characteristics of Indian finance. 

2. State and discuss the main heads of revenue in the Central Budget. 

3. Give a brief history of the customs tariff in India and indicate the 
main changes sinoe 1914. 



195 


TYPICAL QUESTIONS 

4. (i) How is the income-tax graduated in India? 

(ii) What are the justification for and objections to the salt tax? 

5. Write a brief note on the principal heads of revenue and expenditure 
in the budget of a province. Is the provincial revenue adequate for pro- 
vincial needs? 

6. Write brief notes on : (i) excise revenue and policy ; (ii) new taxes 
under Provincial Autonomy; and (iii) additional taxation during the present 
war. 

7. What are the criticisms to which public expenditure in India is usual- 
ly subjected ? 

8. What is meant by the ‘burden of taxation’? Is it evenly distributed 
in India? 

9. How did Indian finance fare during the recent years of depression? 

10. Give a brief account of the public debt in India. 

11. Comment on the distribution of the public debt as between (i) England 
and India with special reference to the recent repatriation of sterling; and 
(ii) productive and unproductive loans. 

12. Give a short history of the financial relations between the Central 
and Provincial Governments. 

13. What was the Meston Award? Why was it so unpopular? 

14. Give a short account of Indian finance under the new Federal consti- 
tution. 

35. What do you know of the Niemcyer financial settlement? How has 
it worked since the inauguration of Provincial Autonomy? 

16. What are the principal sources of income of a Municipality? 

37. Enumerate the items on which municipal funds are expended. 

18. What are the chief sources of revenue and expenditure of District and 
Local Boards in British India? 

19. Comment on the poverty of local bodies in India. How would you 
strengthen their resources? 

VIII 

NATIONAL INCOME AND UNEMPLOYMENT 

1. Mention the principal estimates of the national income of India. 

2. What are the main general causes of Indian poverty? How has it 
afTected tho standard of living and efficiency? 

3. Indicate the relation between diet and efficiency in the various pro- 
vinces of India. 

4. Distinguish between the various forms of unemployment in India. 

5. Compare unemployment among industrial workers in India with that 
in western countries. 

6. What are the causes of middle-class unemployment in India? What 
remedies would you adopt? 

7. Examine the recommendations of the United Provinces (Sapru) Un- 
employment Enquiry Committee. 

8. What are the causes of famines in India? What measures have been 
adopted for the prevention of famines? 

9. Give a brief history of famine relief in India. 

10, Describe the principal features of famine relief organization in }qdi§. 
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